
BEFORE

THE PUBLIC SERVICE CONNISSION OF

SOUTH CAROLINA

DOCKET NO. 90-698-C — ORDER NO. 91-412

NAY 29, 1991

IN RE: Application of GTE South, Inc. for an )
Adjustment in Rates for Intrastate )
Telephone Service Furnished by it in )
the State of South Carolina. )

ORDER APPROVING
RATES AND CHARGES

INTRODUCTION

This matter is before the Public Service Commission of South

Carolina (the Commission) on the Application of GTE South, Inc.

(GTE .orMhe::.Campany). . ior-:.authority. to change. and/or-. -~ncrease, ,

certain 'iates. 'and 'charges:. for"' intrastate telephone . services .

provided to:-'the:public:-by:. the'' Company in the' State:;:of,.—:,SoIA(4.„:-;:,—:,' -; ..";=-.:,;-,-"'-,:='.
,;-.

' caro'line, '--, :-The-' carpi'nip', -@.:Nav@mber. 30, 1990, .Appli cagcoI);:.;,gas''A'gjd, ,:-,=.'','-';;;;;:,=,-;:-,.'-„;-.
'

pursuant to': S;C.: Code- Ann, '.$58-9-520 (Supp. 1990) wad, .S.+, C,

Regulatiin:--1'43--839-, --:et-':, se'r(

-Accor'di. ng, to -the Comp'any's Applicatiop, its. -proposed rites
and charges. :would—:.have--produced additional gross. revenue@;of, .

$10,-695, 955 bad -they -been, in' effect for the twelve month period,

ending July 31, 1990, The' Commission Staff agieed with this

calculation, The Company's presently authorized rates. and charges

were approved by Order No. 85-200, dated Narch 27, 1985, in Docket
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No. 84-390-C.

By letter dated December 11, 1990, the Commission's Executive

Director instructed the Company to publish a prepared Notice of

Filing and Hearing, once a week for two consecutive weeks, in

newspapers of general circulation in the Company's affected

service areas in South Carolina. The Notice of Filing indicated

the nature of the Company's Application and advised all interested

parties of the manner and time in which to file appropriate

pleadings. The Company was likewise required to notify directly

all customers affected by the proposed rates and charges. On

February 8, 1991, the Company furnished affidavits demonstrating

that the Notice of Filing and Hearing had been duly published in

accordance with the instructions of the Executive Director. In

addition, the Company certified that a copy of the Notice of

Filing and Hearing had been mailed to each .customer- affected by

the rates and charges proposed in the Company's Application.

Petitions to Intervene were fil'ed'on b'chal'f of Ste'ven W

Hamm, Consumer Advocate for the State of South Carolina (the

-Consumer Advocate), by AT&T..Communications of .the. Southern States

{ATILT}& by MCI Telecommunications Corpoiation (MCI')& .:arid by
i

' Andrew D. Woodham, Jr. Further, on' March 22, 1991, the South'

Carolina Cable Television Association moved the CommisSiOn to be

allowed to intervene out of time. GTE filed its memorandum in

1. MCI petitioned to intervene out of time on March 1, 1991.
This petition was granted by Commission Order No. 91-208, issued on
March 13, 1991.
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opposition to the intervention on Narch 25, 1991. On April 1,

1991, the Commission issued Order No. 91-273, denying the Motion.

With its Application, the Company filed prepared direct

testimony and exhibits of the following nine (9) witnesses: Bruce

N. Holmberg, Vice President — Regulatory and Governmental Affairs,

Jerry R. Austin, Treasurer, Norman L. Farmer, Director of Revenue

and Earnings Management, Barry A. Johnson, Director of Regulatory

Accounting, Edward W. Klassen, Staff Manager — Rate Design,

Theodore W. Kunkle, Manager — Access Pricing, James W. Turner,

Division Manager — State of South Carolina, Douglas E, Wellemeyer,

Nanager — Separations and Acoess Cost, and Dr. James Vender Weide;:-::..

Research Professor of Finance and Economics — Duke University.

The Company filed rebuttal testimony and exhibits on April 2, 1991

for the following witnesses: Larry B. Reed, Director of Accounting

operratfons': GTYE .south'-'. Ih'c-, ,":.Douglas E. wellemeyer, :—;:anidwarxy.A:;:,—,::==—;.';—.,—:-i=.;:;.*;,

Johnson. 1

'On:Febiuar'y 'I, :-'1'99'1,': the"' Commission directed::.the ktakf'=':i54-;,"-'--' .-'~-;-''-. :-;-:,':-',:"w':

all other: pa.rties, of record' to file with the Commissiion. -'-and:gary'e *.

on al?:.parties. .of record the-testimony and exhibits;. lof'-:%hei:r- '. -...' '

'i:nten'bed' witness&'s'. '5y' I%a'g4h-='-'-18, -1991. subsequen'tip;. -'a'-;4+e. M'ay~:::=.;~;:-'==--".'"-.~=-~'

. extension:was-gran'ted. to'-Naich 20, 1991. The Consumer. ';.-Advoca4e '.
-. .-::::.', ;.-=': .

timely filed the direct testimony and exhibits of" Michael. -J."r:Tleo&' *=--. -:

PreSident and Seniar ECOnamiSt Of TeehniCal ASSOCiatreS, .-;-XnC=. , .CJohsl-, .=:—

B. Legler, Professor of Banking and Finance, College of Businese

Administration 'at' the Urii'versity of Georgia, and David. '-J;- "Effron;:-' ';: =:.&::-

Certified Public Accountant. ATILT timely filed the direct
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testimony of Ronnie S. Dowdy, Manager — State Government Affairs

for AT&T. Andrew D. Woodham, Jr. timely filed his direct

testimony and exhibits. The Staff timely filed the direct

testimony and exhibits of Thomas L. Ellison, Public Utilities
Accountant, James N. NcDaniel, Chief, Telecommunications

Department, Gary E. Walsh, Assistant Director, Utilities
Division, and Dr. R. Glenn Rhyne, Jr. , Director of Research.

Revised direct testimony and exhibits of Thomas L. Ellison and

James N. McDaniel were subsequently filed and served.

Thereafter, in accordance with the applicable provisions of

law in the Commission's Rules of Practice and Procedure, a public

hearing relative to the matters asserted in the Company's

Application was commenced on April 1, 1991, The Honorable

Marjorie Amos-Frazier presided. N. John Bowen, Jr. , Esquire,

Thomas R. Parker, Esquire, Joe W. Foster, Esquire, and wayne L.

Goodrum, Esquire, represented the Company. Steven W. Hamm,

Esquire, Elliott F. Elam, Jr. , Esquire, and Carl F. McIntosh,

Esquire, represented the Consumer Advocate, Francis P. Mood,

Esquire, and Jay R. Gentry Ortiz, Esquire, represented ATsT, and

D. Christian Goodall, Esquire, represented NCI. Andrew F.

Woodham, Jr. was present at the hearing, but was not represented

by counsel. F. David Butler, Esquire, represented the Commission

Staff. The record consists of six (6) volumes of transcribed

testimony and twenty-two (22) hearing exhibits. Briefs were filed

on behalf of the company, the Consumer Advocate, ATsT, and MCI.

Nembers of the public were allowed input at the commencement of

J
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the hearing, and at a night hearing held in Hyrtle Beach on April

11, 1991.

Upon full consideration of the Company's verified

Application, the evidence presented at the hearing, and the

applicable law, the Commission makes the following findings of

fact and conclusions of law.

FINDINGS OF FACT

1. The Company is a Virginia Corporation authorized to

conduct a public utility business in the State of South Carolina.

The Company is a wholly owned subsidiary of GTE Corporation.

2. The Company's present rates and charges were approved by

Order No. 85-200, dated Narch 27, 1985 in Docket No. 84-390-C.

3. The Company owns and operates exchanges and lines

prov'idinj local ''e'xchih'ge' te'1'ephone service to -access, . l'ines=, -loicati'd-=. -';-=:;-',:=-:,=,:,=,'.

in Abbeville, Andrews, Bishopville, Calhoun Falls, Conway,

Ehrhardt, Fairfax-Brunson, Georgetown, Hemingway, Hollywood,

Johnsonvillei Kingstree, Lake City, I amar, Laurens, Nanning,

HcCormick, Nyrtle Beach, North Nyrtle Beach, Olanta, Olar,

Pamplico, Pawleys Island, Shawview Heights, Summertcn, , Sumter, ,

. Walte. rbo'ro, Winnsboro', N'DOdruff, and Yemassee

this.4. The appropriate test period for the purposes of

proceedin is the twelve-month eriod endin Jul 31 1990g P g Y

5. By its Application, the company is seeking an increase

in its rates and charges for intrastate telephone service of

$10,695, 955.
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6. The appropriate operating revenues for the Company for

the test year under the present rates and after accounting and pro

forma adjustments are $78, 005, 926 which reflects a $1, 215, 982

decrease in per book revenues.

7. The appropriate opeiating revenues under the 'approved

rates are $82, 384, 135, which reflects a net authorized increase in

operating revenues of $4, 358, 895, plus toll revenues of $19,314.

8. The appropriate operating expenses for the Company's

intrastate telephone operations for. the te'st year under its

present rates and after accounting and pro forma adjustments are

$64, 802, 375, which reflects a decrease in per book expenses of

$4, 503, 106.

9. The appropriate operating expenses under the approved

rates are $66, 483, 379.

10 The Company's appropriate -level'. of nek::-operating;income

foir return after accounting and p' r' o'. 'f'orm'a''=adju's'tmen5s':1'S. ;-'

$13,510;669.

11. The appropriate net income for 'return' u'neer thh 'rates

approved and after all. accounting and-pro, forrma, ,;adjus'tment+ is

$16j207,874.

12. A year='end, 'original cost, - South Carolina .in'trastate

. :mate base of $149,602, 354 consisting of the components "set forth

in Table E of this Order, should. be adopted.

13. The capital structure utilized' by the 'Commission'in this

. proceeding for its determination of the"Comph'n'y" s' proper' level of

return on common equity is the GTE domestic telephone"operations

J
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capital structure as of September 30, 1990.

14. That Staff's embedded cost rates for long-term debt of

8.33': and the Staff's embedded cost rates for preferred stock of

6.39' subject to ma'ndatory redemption and 6.22% not subject to

mandatory redempti. on as of September' 30, 1990, should be used in

the determination of a fair, overall rate of return.

15. The reasonable rate of return on common equity that the

Company should be allowed to earn is 12.50': which is adopted by

the Commission for this' proceeding. Combined with the debt .and

preferred cost rates and the capital structure set forth in the

Table below, the Commission finds the reasonable, overall:rate-of

return is 10.83~.

ITEM PERCENT COST
WEIGHTED
COST

LONG= TERN, :&XXS',P
PREFrENgXB::-=W'ROCK

:&
Subject-"-':='ts-;- -'=,.=

,-.Mandato'. r'y',.:-'-se4mm
PREFERRED' 'ETTOOQ

8.33 '.
6.39

6.22'
(Not, subject
. to. ,Piandato. ry'. '„

-&'ed':iiiy. ti:::'~===:-:-=.:=:=,:. :==:--=::=:... ..—
, .' CONM5@-.::~IIITE'=-'==='-.-',:P,=: W8.=%X%-:--'==.':=:". :: —., :.:::' l 2

TOTAL. . .. . ;-'='.':. '.::: ':." 1~4
-15;: '-, That the, -Comiiiission's decisio

.incentive'. 'regulatiori jul'an'". shall be held

Order. of th'e commi, sation. ='

17.; ':":::-X'h'at 'the rlat'S', '4e'signs and rat

Commission arid-"'t&e=mddi''f'ications 'theret

~1' =::8

n on the 'Compan'y'I':8-;, p'ropo'seed, =:-.:-"" =".'"~,=-,';-:~

in abeyance-, untjg .further .„,, „„,
—,—

e schedules approved by,,-;the, :I,. =-:-..

o as described;-hereiri. . ar' e, -;, -;.„
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appropriate and should be adopted.

III.
EUIDENCE AND CONCLUSIONS

EUIDENCE AND CONCLUSIONS FOR FINDING OF FACT NOS. 1, 2, AND 3.

The evidence supporting these findings concerning the

Company's business and legal status, last major case concerning

rates and charges, and location of company access lines, is

contained in the Company's verified Application, in prior

Commission Orders in the docket files, of which the Commission

takes notice, in the testimony of Company witness Holmberg, and in

the Exhibit of staff witness NcDaniel (Exhibit 17). These findings

of fact are essentially informational, procedural, and

jurisdictional in nature, and the matters which they involve are

essentially uncontested.

EvIDENcE AND coNcLUsIQNs'FoR FINDINGs-0'F FAc~os':"4' A'ND 5 ~

The evidence for these findin'g''s"'con'ce'f'nlii@-"the=''test-:~eriod and

the amount of the revenue increase 'reques'ted:. 5y:::the-'-',Comparny is

contained in, the verified Application of'the' Company'. And 'the

. testimony and exhibits .of .Company, .witness:Johnson.

On November 30, 1990, the Company'-, filed. an A~pp +~ca son

:requesting approval of rate schedules designed to produce 'an

increase in gross revenues of $10;695,955. '"The Company's filing

was based on a test period consisting of. 'the 12 months ending July

31, 1990. The Commission Staff and the parties of record herein

likewise offered their evidence generally. within the cont'ext of

that same test 'period.
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fundamental principle of the ratemaking process is the

establishing of a test year period. The reliance upon the test

year concept, however, is not designed to preclude the recognition

and use of other historical data which may precede or postdate the

selected twelve month pefiod.

Integral to the use of a test year, representing normal

operating conditions to be anticipated in the future, is the

necessity to make normalizing adjustments to the historic test year

figures. Only those adjustments which have reasonable and d'efinite '

characteristics, and which tend to influence reflected operating

experiences 'are 'made to give proper consideration to i.'events';

expenses and investments. Parker v. South Carolina Public Service

Commission, et. al. , 280 S.C. 310, 313 S.E.2d 290 (1984).

Adjustments may be allowed for items oc

' yehf;::-':AERY-&h ' li:~l41.:-~%;; - m. t-:h. -::f

i gems-'af-:axi-=;~'f-. r44Mxmw+wituye: by" e i t
axrdnui 14':si rxg'-:::sxiob ='Aima':"'We'-'::-'-~e, =-1'e'c't==-'mo r e

. impact"'- oi=: to"'g'ivle='effect. -'-'-''to'xany 'other

inqkuded, :or'.', 'evxct'u'ded-. 'diir~i'n' ==the "his to r i

finds'--'-the-', -Make::haiith4;=-+ride'hg:-July 31x

peiiod. for:-=whi ch:::to.-:-make: our. , ratemaking

EVIDENCE'A'ND -CGNCIIUSfONS:-FQR. FINDING

' .'the eviden'ce"for" the-. findings conc

. '.oper'at'ing =,"'reve'nues'-'auld'e'expenses is foun

'exhibi'ts;of':, ,ICompany= wi.,tnesses Johnson a

. .witne'5s- Effran;:-=-axe-:-'-'8taff-':mrtnesses Ell

curring in the historic test

u tu r e; or to,:~4v+'-'=;ggf~

he r normal'i'Egypt;;~i:=-. -,:,'.!='-,-.—;-".--:-,:—::::~=-':=;~=,:==„=~'":,=.=;";.

accurately:, ,
thai@'-=::~un&iI:--:==.;-'.;,==-;:=-:::='~~~~.

item w'hich'"'-'shout;d .hav''g-'=', .byexx'-"=:=-'"':=:.".:,'==.='

c test year. . :. ,
-. The --Commixxsxon'. ;==.:;-'-';:=-'::=
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ison and NcDani'st'1, &-'.('See'."-.:;-;:,-::-:=,'~:;—,=, =;. :.;=-&,
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A fundamental principle of the ratemaking process is the

establishing of a test year period. The reliance upon the test

year concept, however, is not designed to preclude the recognition

and use of other historical data which may precede or postdate the

d twe month _p4riod. \ :selecte ive " _' '" ..... :'

Integral to the use of a test year, representing normal

operating conditions to be anticipated in the future, is the

necessity to make normalizing adjustments to the historic test year

figures• Only those adjustments which have reasonable and definite _

characteristics, and which tend to influence reflected operating

• experiences are 'made to give proper consideratlon to revenues_ _ .

expenses and investments• Parker v. South Carolina Public Service

Commission, et.al., 280 S.C. 310, 313 S.E.2d 290 (1984).

Adjustments may be al!owed for items occurring in the historic test
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Hearing Exhibits 8, 13, 16, 17, and 22. )

The Company, the Consumer Advocate, and the Staff differed on

many adjustments to operating revenue and operating expenses based

on the Company's Application, testimony and exhibits, the Consumer

Advocate's testimony and exhibits, and the Commission Staff

testimony, and Staff Report. Where the parties concurred said

adjustment need not be addressed, however, differences among the

parties with regard to the various adjustments will be discussed.

ACCOUNTING AND PRO FORMA ADJUSTMENTS

ADJUSTMENT TO OPERATING REVENUES TO TRUE-UP REVENUE FROM POLE

ATTACHMENT FEES

The Company proposes to true-up revenue received from pole

attachment fees relative to prior periods, The Staff proposes to

annualize such pole rental attachment fees. The Company proposes

an adjustment of 8(17,244') 'while the Staff pio'poses a'n-;-ad3rustment

of $28, 798, The Commission is of the opihiovn', '.that::Xh'e. r

annualization of poll rental .attachmen't feesi's r-the =apprbpriate

.. treatment, therefore, the Commission adopts .Staff's a'dju'stment.

ADJUSTMENTS TO REFLECT TEST YEAR UNCOLLECTIBbE5=. ';AT '-A-"NORMAL RATE

pith the staff .and the company''propose---, 'to!;,-'a'djusc'-':4p&. "books to

reflect: the .impact of accounting and pro forma- adjustments on

Uncollectible Expenses. Staff a'djuste'd the uncollecti. ble rate to

reflect a normal year. Uncollectibles. .booked 'during the' test. year

were affected by Hurricane Hugo. With regard' to .adjustments to

operating revenues, the Staff adjustment: is in-the amount of

(9135,'654), while the Company adjustment-::is in:'th'e 'amount of

f I¸
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($35, 203). With regard to Corporate Operations Expense Adjustments

to reflect the test year uncollectibles, the Staff recommends an

adjustment of ($410, 250), whereas the Company recommends an

adjustment of ($106,461). The Commission believes that it is

appropriate to adjust uncollectibles using an uncollectible rate

which reflects a normal year. Applying a normalized rate to the

appropriate adjusted book level of revenues results in stating

uncollectible expenses as would be typical in a normal year.

Therefore, the Staff adjustments are adopted.

ADJUSTMENT TO CORPORATE OPERATION EXPENSE TO REFLECT THE

ELIMINATION OF CUSTOMER .PREMISE EQUIPMENT (CPE)

Both the Staff and the Company propose to remove revenues and

expenses associated with the deregulation of customer premise

equipment (CPE). The Company requested

opera't'i'on@'-"xxj'iense-='o' f—"g44T',=%2'1)'-whereas

".adjus'tiiteiit m%=. 4452=-748k:—==:=84iff-used a

g'ener'aI:. aIloreati't'. .=;=-vhii~m:==th~' Company u

such. .allooator "tro;.ei's'zga', Corporate Oper

deregulated'-"-CPE-' =-="-fh'e '--Commission f inds

-av'aria'gJB=--t'o=-""be;=&'yg~+ii4t'@', —,==-''The::cammi ss

adjustment'. —

ADJUSTMENT TQ REFLECT' THE -ELIMINATION 0

NON-. ALLOWABLE--FOR. -RATBMAKING- PURPOSES

The .Staff 'p'roposes, to eliminate it
'for -rzafemik'i'ig=. puipO'S(eB:::TI'dm' e'Xpenaea.

"empl'oye'e' ne'v'sXi'thais-:and"- bu'I'leti'n's, con

an adjustment to Corporate

the -Staff':re'eommeIrds-:==an-::=. ;—::-'.-;.=:==-.;.:.==-.-:=.==.::)

12 month:ave. rm~~a(f «,-4W =-', -':-"-:--.-:=='-..-„-'=.—:.=;-'=".=::—:=.;=;—,'::.=-:-'

~

sed a' 3 mon'4'b'. -'~iPTaga'~ =- =--====.:-

ations ExpenSe'=;-"to, ',, :
the use of'.a 3,-2:-montb-'-:, ---;

ibn adopts. '.The::g'4yf f'.=-,;;-,:-=;-'--'=:;=:=-'=,
=,
='=:~~=-,„==—:-.::,=

F ITEMS CONS D@RED.—;-.,
"--: --:" —: =' -'.-=~;—.—-'-, -"-—,.::

ems consider'ed, 'non-'-:a11ovrable

Such adjustmeat, .ingle)de%.

t r 1 but i ons;, instirtruti ona'X =-:-=::-::--=,'.
=: - -:::::.
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($35,203). with regard to Corporate Operations Expense Adjustments

to reflect the test year uncollectibles, the Staff recommends an

adjustment of ($410,250), whereas the Company recommends an

adjustment of ($106,461). The Commission believes that it is

appropriate to using an uncolieC{ib_e

which reflects a normal year. Applying a normalized rate to the

appropriate adjusted book level of revenues results in stating

uncollectible expenses as would be typical in a normal year.

Therefore, _the Staff ad3ustments_are' adopted.

ADJUSTMENT TO CORPORATE OPERATION EXPENSE TO REFLECT THE .............

Both the Staff and the Company propose to remove revenues and

expenses associated with the deregulation of customer premise

equipment (CPE). The Company requested an adjustmen t to Cor orate ....
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advertising, membership dues to certain organizations and clubs,

employee gifts and awards, and miscellaneous other items such as

flowers, and novelty items. Staff also included sample items for

which the Company did not provide support. It has always been

Commission policy in past rate cases to eliminate such items as

listed above from expenses for ratemaking purposes. Therefore,

the Commission adopts the Staff's adjustment of ($44, 295) for the

toll revenue effect. Similarly, the Commission adopts Staff's

adjustment of ($379, 494) from operating expenses to reflect the

elimination of these items for ratemaking purposes.

ADJUSTMENT TO OPERATING TAXES TO REFLECT THE EFFECTS OF INTEREST

SYNCHRONIZATION

Both the Staff and the Consumer Advocate's office propose

adjustments to operating taxes to reflect the effects of interest

synchrowi. zation. The'Company fai. l'ed 'to-propose )zulu= —:-'.

a'djustment. The Staff recommends an. a'djustment"-=of -$13ji-,'335,

whereas the consumer Advocate -,recommends. an.'-adjustment' of''4400, 062

.After. .due consideration, and considerati:o'n o'f the'calcu'lation of

'both. .tdre Staff and Consumer Advocate's figures, ':-',".the Commission. is

of,the -opinion that the Staff calculatiron is- the: correct-one and

the'r'efore, adopts staff', s figures. Staff's '-interest

synchronization adjustment is c'alculated based o'n' the Stiaf'f's rate

base adjustments, cost of debt components, and capital:structure,

and therefore no adjustment of interest synchronizat'ion other than

the Staff's is appropriate.
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HURRICANE HUGO ADJUSTMENT

The Staff proposes an adjustment to operating revenues of

$36, 956 to reflect the toll impact of its extraordinary retirements

due to Hurricane Hugo. Staff adjusted corporate operations expense

by $493 for the uncollectible expenses related to such toll

revenue. The Commission is of the opinion that such adjustments

are appropriate under ratemaking principles and, therefore, adopts

Staff's adjustments.

The Staff pr'oposeS to 'amortize retirements due to Hurricane

Hugo over a three-year period. The Commission is of the opinion

that the Staff's a'djustment of $321, 344 is consistent-with. good,

ratemaking policy and correctly reflects amortization of

retirements due to the Hurricane Hugo over a three-year period.

The Commission finds that the retirement

-Hurricane. -Buge::,~s,=a'n.::extraordinary--retir

. f r' om::Xa te=. 'b~4+= -:.4m~a'-:-';-''the' —.=:%ije4~me n t::1s n

p r ovilinrg:-Cml@'Ce~~nHWXVAi'-:. 4e r v i c e. T

sta f f ' s t r'eat ment
' ia, '.Sn-, a'ci:ord ance wi th

of plant damaged by

ement and:slnA~l'd=:iraq;;:;-wgy$V'e~-:::, '-",—=,=:.;;.=.—:

o 1onge r 'u'se'd, :,:st~"':,'lrse fgg'~jA:-;-:.=='='-'"-,~,:.,=-,-.

he ComBlr s8 so@:-g4+Q$--'!$%$c4rm-„*=w~gj. "~', .

the Pe de i a1 ',:~imjinn''A&4 t$'jfts '.;.=':=,-:,:=:-'-'-'==.
=,

,it,:,~.::-':,Aicciounts, . Th

p'.ye:=-Kw".,~y'i opi i a te

-
" ' Commission: 4ZCC J:-:Cha

th r'e4. ,'rye'a'r::-'=amor fig@t

e Commission''. .Lippes:.;,'that::.:.a,.-',~-- *;:*,; =„

i n t h i s: 'case",,':A'hm'r'e'-. 6'-'m=&. .-'~:.=:.'=,=:~'=,.~c~,i';-

the .commi'ssiton:: ardopt's::Nta f f!&"'ad justment.

WAIiARIXES AND WAGE

Hoth:.the .Company;send';. @hi-"Staff. propo

a pro forms li.vel of'saIaries: and wages.

revenue, -'J.the;-:Stcaf f-:propioses:, ran adjustment

'prOpOS'eS an '-:ridjuetmen't; O' f::-4'86: 445;' The S

S

se adjustments -tq-.:reflect,-;,:;,=

with regard, -to'-operrat'rng„. -':-".

of . 8 4, 7.16,-and-, gh@,.,Cqppany;. - --, ,:,.
taf f ' s adjus'tjKent;-'-is=. ;5'aS'ed:;:—;:=,~='=, ,
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HURRICANE HUGO ADJUSTMENT

The Staff proposes an adjustment to operating revenues of

$36,956 to reflect the toll impact of its extraordinary retirements

due to Hurricane Hugo. Staff adjusted corporate operations expense

by $493 for _the Unc_llectibie expenses relayed to Such t011

revenue. The Commission is of the opinion that such adjustments

are appropriate under ratemaking principles and, therefore, adopts

Staff's adjustments.

" The staff proposes £d_rtize retirements due to HUrricane:iiiiiii]i_ii:!i_!_i!

ratemaking policy and correctly reflects amortization of

retirements due to the Hurricane Hugo over a three-year period.

The Commission finds that the retirement of plant damaged by •

The
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f.$4

...................................................... _- 4 5 ' " :' ' [d' cz"--'="-propos_esi_an !adj!s_£_me.!tJii_!/.!_ 6/4 . The St_ )a.le<>..._ ._,
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on verifiable wage increases, including annualization. Therefore,

the Commission adopts Staff's adjustment to operating revenue for

the toll effect. With regard to operating expenses, staff has

proposed an adjustment of $40, 146, whereas the Company has proposed

an adjustment of $311,139. Again, the staff's adjustment is based

on verifiable information, and, therefore, the Commission adopts

staff's adjustment. Both the Staff and the Company propose

adjustments to payroll taxes and insurance due to changes in

salaries and wages and insurance rates. Staff proposes an

adjustment to toll revenue of $5, 858, whereas the Company proposes

an adjustment of 816,565 to operating revenue fob the toll effect.

With regard to operating expenses, Staff proposes an adjustment of

$49, 136, whereas the Company proposes an adjustment of $139,335.

Again, the Staff adjustments reflect consideration of verifiable

informaMlon and the Commission, therefore, adopts Sta'ffnratjustments

to both operating expense and operating. 'revenuei

GTE .DIRECTORIES, 'INCORPORATED

The Staff proposes to book the effect of 'ope'rating 'GTE

. Directories, Incorporated as a separate company. ,-Staff.':s.

adjustment includes an annual effect of:increases:=in:='. directory

sales. The Company proposes to adjust revenue'for directory'

revenue rate increases in both sales price 'and:a'dvertisement r'ates.

Staff's adjustment did not include increased revenues due:.to

increases in directory advertisement rates, Both the Staff and the

Consumer Advocate propose to increase revenues:to recbgnize pretax

income earned by GTE Directories on its 'south Carolina operations.
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The Consumer Advocate believes that directory operations that are

related to the provision of utility services add substantial value

to telephone services and are necessary to the provision of

reasonably adequate telephone services. Therefore, the Consumer

Advocate contends that the income generated from directory

operations should be recognized as a credit in the determination of

the Company's jurisdictional revenue requirements, rather than

being diverted or placed under an unregulated affiliate. The

Staff proposes to book the effect of operating GTE Directories as:a

separate company in the amount of $673, 982. The Company proposes

an adjustment of $204, 920, whereas the Consumer Advocate proposes

an adjustment of $839, 920, After due consideration, this

Commission helieves that the Staff's proposal to book the effect of

operating GTE Directories, Incorporated

c or r'sot:appreauh=::and=;. ~Wit=::tWe.—:..sXa ff a'd ju

as a separate company is a

s tm en t should, :~='ad~&W ~-.-=,.==.:.-':=-,=;~~-~-,—";~==,.:,

f'f ' s ad jusTmia'0'~'=;--;In. ':W~i4', ~~, ,-.-==--.-, .

as a sepiiakq'-:~@le '..-:*-";=.-. ~-:-'=~=~

e Commi ss'roh;tha't. ,'th' e=.',". *.". . '".,'=,.=';='"

ed are sou.'class, kg=-:—:3,snkm4: -::::;.;";:=--:=.

at the elfq'0;-;-+-'-'mp~44iag. -.==:~~=:~:-

be booked:, :.as.'. qp4&at'i'n9;;". -, ;:=,;--::,;-;*-,';:i'.
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Although=':@he-=':cmiipaNy, :ar'p~'i=;-'-".that '.the sta

: eli:m*'nates':CTE-, ,Dik-a~ra'am=. '='4'ncorpo rated

.. ...from. :GTE'. $Outh;. :;it'-'r's:":=the„'-'position of th

. .-operatiions -wf-'-GTE'-. Diiwctoiies. Incorporat

w'i t h-',:;th'a'6: Df,:.,C1ii ."fa3eph'h~'=:npe'rat i:on s' t h

the' Comp'any:. .a' s-.a -s'epara'tie:;, company should

revenue to,the telephone'-'operations, Th

- adopted, since this .Co'mm'issue:. on believes

Inc. & as a separate'Cpmpain7;,
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The Consumer Advocate believes that directory operations that are

related to the provision of utility services add substantial value

to telephone services and are necessary to the provision of

reasonably adequate telephone services. Therefore, the Consumer

Advocate Contends tha£_£he inc0me generated from direct0ry :ii!!i

operations should be recognized as a credit in the determination of

the Company's jurisdictional revenue requirements, rather than

being diverted or placed under an unregulated affiliate. The

Staff pr_es_to_b_ _h_ffect of 0perating

separate company in the amount of $673,982. The Company proposes

an adjUS£ment of $204_920, whereas the Consumer Adv0cate pr0p0ses : _[_ ;

an adjustment of $839,920. After due consideration, this

Commission believes that the Staff's proposal to book the effect of

operating GTE Directories, Incorporated as a separate company is a

p0rated,

operatior_s _:_GTE:_D_r/eC_eS Incorpora

_ revenu_ £o.-_£i/e :telephon_e_6pe_rations. The Staff ad _

- adopted, si_nce this-_om_mission believes that
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addressed the effect of Southern Bell's decision to cease

publishing its own directories and to form a subsidiary to conduct

its directory operations. The Commission stated that "to ensure

that the establishment of BAPco [the subsidiary] as a separate

company caused no revenue requirement increase for Southern Bell' s

intrastate operations in South Carolina, it is necessary to make a

pro forma adjustment, to test year directory revenues. " Order No.

85—1, page 26. Based upon its determination that the establishment

of the subsidiary's operations should 'not adversely affect the

Southern Bell ratepayers, the Commission reguired all of the

subsidiary's revenues to be included as part of Southern Bell' s

operating revenues for ratemaking purposes. The Commission

believes that this decision must be followed in this case.

This case (GTE) must be differentiated from that addressed in

our Order No. 91-362 issued May '28, '1991,—i.n .Docket "¹:.;=;:='89-229-C;

U'ni. 't'ed'Telephone company of the carol'inas (United'j=; —,='-, :xnl-::(that case,

Un'ite'd's directory operations were'. oi ig'inally'. 'pve'rearmed'-ky'- L.'

N.

Berry Company, a completely independent publishing c'ompany. Under

the. ,Company's agreement with Berry, . t.he Company, received -60% of the

revenues from directory operations-;(and--:pai'd=certa'ia";;:relate'fdh

expenses) and-40% of the revenues remained with':Berry. .': United

contended and the Commission agreed that, .unli'ke the ci'rcdmstances

in Docket N'o. 84-308-C, where Southern Bell published. :and .received

all revenue from its directories and then created a subsidiary to

conduct its directory operations, the creation. of the subsidiary

DirectoriesAmerica under United did not have' a revenue -impact on
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its ratepayers because it continued to impute 60': of

DirectoriesAmerica's revenues to its books as it did under its

agreement with Berry. No adverse effect to the Company ratepayers

was likely to occur. (The Commission did, however, put United on

notice that in future rate proceedings, it would impute 100% of the

directory operations. )

The case at bar is different. Despite the Company's

protestations to the contrary, Tr. 5, Johnson, at S8-89, GTE

Directories, Inc. , unlike Berry in the United case, has always been

an affiliate of GTE South,

Ines�

, and its directory operations are

related to the provision of utility services, add substantial value

to telephone services, and are necessary to the provision of

reasonably adequate telephone services. Tr. 4, Effron, at 59.

This linkage demands recognition as operating

:telephone 'mum'parry'-'-'--'::. The", mi&u'ation. .in .the case

''what::the-, C'ommissro&"-=ad3resmedr 'in. ':its Souther'n

'in. ''tha't '41'-the5h 't1ie':+8$6~e'nt; 'an adver'se e

ratepayers. :could occur, '- "T'herefore, this case

revenue to the
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'though:: it::"di'6':-not:::Lrir'trhs:United case.
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its ratepayers because it continued to impute 60% of

DirectoriesAmerica's revenues to its books as it did under its

agreement with Berry. No adverse effect to the Company ratepayers

was likely to occur. (The Commission did, however, put United on

notice that in future rate proceedings, it would impute 100% of the

directory operations.)

The case at bar is different. Despite the Company's

protestations to the contrary, Tr. 5, Johnson, at 88-89, GTE

Directories, Inc., unlike Berry in the United case, has always been

an affiliate of GTE South,Inc., and its directory operations are

related to the provision of utility services, add substantlal value _

to telephone services, and are necessary to the provision of

reasonably adequate telephone services. Tr. 4, Effron, at 59.

This linkage demands recogniuion as operating revenue to the

;_DJUSTMENT,-TO OPERATING REVENUES TC DECREASI

nues due

TheCompany
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of (898, 243), whereas the Staff proposes an adjustment of

($70, 808). Staff's adjustment is based on annualizing the actual

decrease in billing and collection rates which took place during

the test period. The Company estimated the amount of such

decrease. The Staff's adjustment is hereby adopted.

RATE CASE EXPENSES

Both the Staff and the Company propose to record the effects

of amortizing expenses associated with this current rate case. The

Company's adjustment is based upon estimated expenses, whereas the

Staff used actual verifiable expenses to date. Both parties

proposed a three-year amortization of the expenses. Since the

Staff used actual verifiable expenses to date, the Commission

hereby adopts staff's position. Staff's adjustment of 8206 for the

toll revenue effect versus the company's adjustment of $1, 396 for

toll -is"hereby adopted.

The Company proposes an adjustment to cuipo'rate. 'ape'ration

'expens'e' of $12, 149, whereas the Staff'. pr'oposes=an'radj'urs'tmeht of

. 81,789. The Commission hereby approves, Staff' s adjustment, for the

--xeasons, stated above

CON'PANY. .REORGANIEATTON', ',

Both the. Staff and the .Company propose 'to .

recognize�

. the net

..cost'savings related to the Company's reorganization ("Winning

Connection II."). Staff proposes an adjustment of'($107, 283), to

toll revenue whereas the Company proposes an adjustment of

(883','517). Both Staff and the Company propose -an:adjdztment to

operabing expenses to recognize the net'cost savings related to the
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Company's reorganization. The Staff proposes an adjustment of

($926, 476), whereas the Company proposes an adjustment of

($721, 397). The Staff used actual costs in its calculations

relating to pro forma savings which will result from the

reorganization. The Company's adjustment made use of cost

estimates to project savings. The Staff's adjustment seems the

most appropriate of the two and is therefore adopted.

OTHER POST RETIRENENT BENEFITS

The Company and Staff have included in their respective

revenue requirements the effects of implementing Other Post

Retirement Benefits (QPRB). on the other hand, the 'consumer

Advocate suggested that this adjustment should not be accepted by

the Commission. Staff and the Company's adjustments come under

the recently issued Financial Accounting Standards Board Statement

''.(FAS8) '106 -:—.The::ado'pti'wii=aX::-WASB:406 was

'financial, -=-reporcfiiiq-. :-'-'furr:-.":.'-pa'ct'-:-:-r'etirement b

done. to. im'~scrim=, -'.,e7mp10ggga~. -e=;-„-;.--,=,„=,
—,

enefits. ."::Wy-.--WeWt3a+~t5i'g~';=, ===~=;:'

'-" ISta'temerit~, .-the:-:a'cceitii4'~~athodology

chinge. .'from, a',,ca'sli hasrs':-to'-::Rn accrual

fo r . the se', ;bang 5k~',:.;VIkf'-:,,~;

ba s i s; ' ' Thu j. = -.'$%+4488;-;:,W

accounting, for:- costs 'on Ca~ay. as you go

wi 1'1-:ta(ko:-i)la'ey, -&i4x,=.=t5i;.P~eei':1l fe -of

to '-'when'-. trhe beh'afoot 'whs:-'actual'ly 'earned

much .better match'betwee'n costs and the

costs; By including the'--e'ffects of OPR

ha s i s, cos,t I r. e c,.o.gn'i ti on

the . emp10+~-„'-:,.Q'641-"':-'cerCM~'~'~'-. w~~ -~'

Thr s wall„:,r-e@u3.,t.,;km. .:,=S.;; -&-u

events giyi. ng rije';.to,:-',the'se':=''-;==:-:;:=:-'

B on the revenue

requirement, ' an ad'justment in this area will avoid-the'-signi'ficant

rate 'fmpa'Ct"WhicCh==Wil'1':'tike::;:"place the year that OPRB;-i' S-:.'-, m4(ndated. ,-'=;. :;:—.::.-'-..=.
:-'-'-.-,2=-:—

(i.e' "1993) ''- The=.acc'i'uaX=':an'd a'ctual techniques utilize'd-;undei:-'. OBRB''-::-,"-".:.=
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are similar to those utilized in the normal pension calculations.

Therefore, the Company and Staff have advanced an adjustment which,

in the Commission's opinion, will work to the benefit of the

Company's ratepayers. Staff proposes an expense adjustment of

$512, 483 which has a toll revenue impact of $59, 434, whereas the

Company proposes an adjustment of $574, 187, with a toll impact of

$67, 918. The Staff position is a more appropriate one since it is

based on actual dollars as much as possible in arriving at the

adjustment amount. The Staff adjustment is therefore adopted.

REVISIONS IN NON-REGULATED ALLOCATION PROCEDURES

Both the Staff and the Company proposed to reflect the impact

of revisions in non-regulated allocation procedures. The Staff did

not annualize such impact due to fluctuations of allocated amounts

outside the test year, Staff's adjustment is most appropriate and

Sta'ff's said adjustmerit is therefore adopted by'this .Commxxsion.

Sta'ff recommends an adjustment of. .($1,279)-', to'expenses'::and $303 to

to'll ':revenue whereas the Company. recommends 'an adjustment"of

$128, 366 to expenses and $16,074 to toll, Staf'f's adjustments are

=.—=,. hereby. . adopted.

-DEPRECIATION

The Staff and the Company. prop'osed to. adjust depreciation

expense to an end-of-period level using represcrihed depreciation

rates as of July 1, 1990. Staff's adjustment-differs due to

computational methodology and the calculation of amortization of

''lea'sehold imp'rovements. .Staff proposes an adjustment -of -$993, 986,

whereas the Company proposes an adjustment of $1,063, 429. The
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Consumer Advocate's proposal of $371, 429 differs from the Company

proposal due to the treatment of the customer premises wiring

account. The Consumer Advocate proposes to amortize the amount

remaining on the Company's books as of July 1991, when the rates in

this case go into effect, over three years. The Consumer Advocate

states that if this is not done, then the Company will recover more

for this expense through rates than it recognizes on its books.

After due consideration, the Commission believes that the Staff's

position most accurately reflects the depreciation expense using

the represcribed rates and end of period depreciable plant balances

and therefore, adopts Staff's position.

PROPERTY TAXES

The staff and the Company propose to adjust for the pro forma

level of property taxes. The Staff us ed updated property tax

osed an. , adjustlmq@%%o, --;-;..=.—;-;—;==.;;==;."~==-=- '

the-Company. ..-prmy4i0d, --,'Snab=-", ='~:;;;.;-'':,~~=-; '

ect. '::Likewfmek-4@944'WX~::~ ':-,~=-,.:l~=;,

t to' 'ope'ratiii'g::-. 'tm~45';. :-'to7, ,:;.-;;=;-.
' ..., =.;.;.-;

perty tax expe'nse ':::-;These.„

Sta ff,.propose: =-@eiw8 jestaaaM::.:::'=-'...;==-;,=:-

Ompany, prcpaaeq, anladr ju'S~gnf;, :;;;.':;,;=,.
ated property. .tax:, ,assessment's '.: .':;
ons, the Co'mmissiorn. :-is-,q'f 'the -=

hould be approved. ,

. LOCATED IN OTHER "-@TATES:-9;;i'..=..-.=;',-:=:.—.-';N,

ed to true-up capi:.tal:.. -::=--;.;—,:.;-' '-:;:-:i,;=::-:—;:,;, ,=.

SOUTH::CAROLINA. USE-:.OFi "FACILITIES

Both -Staff and:the Company. 'propos

''. a'ssrrssmenfs=, and:-=.rates~~e;-: aff prop

'ope r at%'nij .i everiues'". ef ':.-.'5 $5,'8Z7:; 'whe re as

. .-ad ju'itvmernt-; of ":442.„".464"=-'.'fei:.='+Re=. toll e f f

and the "'Company Ipro~osed. '-an." adjustmen

reflect- the'.-~'ropose5. .ad27us'trna'nt to pro

- .' ad jVmtm@858:-""Bere-.:Ii@1 4t-=,-'-.:i&&m~- tiXe S .
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carrying charges for South Carolina's use of facilities located in

other states. Staff included South Carolina's share of such

facilities in rate base in lieu of allowing a return on the

investment component to be included in carrying charge rates.

Staff eliminated charges for property not yet used by South

Carolina and did not go outside of the test year on investment

levels. With regard to operating expenses, Staff proposed an

adjustment of ($826, 030) versus the Company's proposed adjustment

of $44, 918. The Staff's proposed adjustment is adopted. The

Commission also adopts Staff's proposed adjustment to toll of

($100,323) instead of the Company's proposed adjustment of $5, 234.

INTEREST DURING CONSTRUCTION

Both Staff and the Company propose to reflect Interest During

Construction (IDC) at an end-of-period level. Staff's adjustment
" includes IDC on a project' which was reclassified from short-term to

long-term after the test year ended. Staff, 'th'ezeXO'r'e ':adjusted an

item during the test year for known and .measurable:. changes. For

this reason, the staff adjustment of $48, '782 is approved instead of'

..the commpany's proposed adjustment of $18,-316.

OUT OF:—.PERIOD';;ITEMS;,

Both Staff and'the Company proposed to adjust the books for

miscellaneous out-of-period items. Staff proposes an adjustment to

operating revenues of ($12,799), whereas the Company . proposes an

adjustment of ($714). With regard to operating expenses, Staff

recommends an adjustment 'of ($92, 339), whereas the Company

recommends an adjustment of $5, 473, During Staff's audit, Staff
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found certain errors in the Company's normalization adjustments.

The Commission is of the opinion that the Staff adjustments, as

recommended to both operating revenues and operating expenses, most

correctly reflect adjustments for the out-of-period items.

PROPERTY HELD FOR FUTURE USE

Staff makes a recommendation for adjustments to both operating

revenues and operating taxes to reflect the removal of property

taxes associated with Property Held for Future Use. Staff has

proposed an adjustment of ($392) to operating revenues and (81,670)

to operating taxes (net of income taxes) to reflect the removal of

property taxes associated with property held for future use. Sich

future use property represents a building which was replaced and

was booked to property held for future use in error. The

o both operating revenues

LICENSE FEES
' '-'-; .:. "':::='::,'':.'. :-:--.-'g:-, ';"-;=:";.,-~

stments to: operaMwg-. -::-'-„=,=,-;:,';: —:;;j=---.-~;.:-;;.~- =

gross . rece'i, pts;,.'+jx4a';;;, and;:--'-'-:„:~-==-'.::-'-;;.=,

staff recommen4s, -ap

r 'eve'nue. ,"::=',yber88g:;, ,45+;~.;=;.;"-;:„:~p'=-

92 5 ); Wi th, ;regar'd. 4o:,'. .-:''-:.:i-:::::.—i::.'-:.=.t'. e: .

ad justment, of —.(.'817.-, 594,);

Commission approves Staff's adjustment t

and .op'e 88 tin4=:-"t'axe's'. =-= -=- ====-=.

-GR088. -::-RECEIPTS -TAXES AND

.'Both'-Comp'amp::-and %'ta&-=:propose adju

revenues ..a'nd-'ope'rating tzaixe's to reflect

. licenae''fees, '.on3 a. pro:. farms. =:level . . The

d ju'sf ms n 8-'-4f..=$434'w~. ';:.ti"=wager'a' t in'j:: to 11

Company' —:re'cdmmends "ai'i: adj'ustment' of, ( 83,

operating. taxes, -the. Staff recommends an

whereas th'e Company "-recommerids an adjustment of ($21,, 880) .net'of

state and Federal taxes. . The commission believes that, the=-staff's

'adjustment'"to'=both' d'para'ting revenues and operating::. taxes, most;-:-::.,::"-:."=;,-:,---. ;,-:,=;
—
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and license fees, therefore, the Staff's adjustments are approved.

This reflects gross receipts on revenues approved in this Order,

based on Staff's report. Gross receipts taxes on other revenue

adjustment approved herein are contained in such adjustment.

LEGAL FEES

The Staff proposes to eliminate legal fees connected with a

lawsuit involving deregulated operations and legal fees which

should have been assigned to North Carolina. Staff proposes an

adjustment of ($4, 114) for the toll effect. The Commission finds

such an adjustment to be appropriate, since deregulated operations

should not be charged to the Company, nor should North Carolina

legal fees. Similarly, Staff recommends an adjustment of (928, 346)

to corporate operations expense to reflect the elimination of the

same legal fees. Again, for the same reasons, the Staff's
ad'justment is adopted.

BUSINESS LICENSE TAXES, 'AND 'FRANCHISE 'FEES

Staff also proposes adjustments to,-operating revenues- and

operating taxes to reflect the removal of muni. cipal'-busi'ness

license taxes and franchise fees:from expenses. Staff proposes an

adjustment of {$72,208) to:operati, ng reyenues:%or-. '.&he:==tiolk...effect
and (8307, 450) to operating taxes .{net of- State arid Fdderal . Income

taxes). The Commission takes the position that municipal business

license taxes and franchise fees should be passed on 'to the

ratepayer as a separate line item on the customers' bills and

should be billed only to the ratepayer 1-iving in the jurisdiction

imposing the tax. The Staff adjustments recognize this principle,
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and are therefore adopted.

NORTGAGE INTEREST RATE DIFFERENTIALS

The Staff proposes to lower the expenses for amounts paid by

the Company relating to mortgage interest rate differentials. Such

interest is not considered to be an above-the-line item.

Therefore, the Staff's proposed adjustment of ($244) to operating

revenues for the toll effect is hereby approved and the Staff's

proposed adjustment of ($1,699) to operating expenses is hereby

approved.

NENBERSHIP DUES AND LOBBYING

The Staff proposes to remove the portion of membership =dues

payments to telephone associations which are related to lobbying,

entertainment and other items not considered to be allowable for

ratemaking, Therefore, the Staff's
for' fhe .t'oi'I--. effe'ot=-'~w:approvet(i as

— -:-adjustment. ::o'f='-'(-'$2. -"5733::='to-':co'rporate

'-the -Sta'ff.-'pro'po'8es-'=. to" qe'mov'e=(the co

abnve the "like "expe'n's'e'si 'Suweh adju

proposed adjustment of ($374)

is the-'Staff! s;-.=:pxoposad=, ;:";i;=, =:-==:~~;=..:=:=-=—,

operations expe'nse'-'-';:. ::~Fus't'hei"„.':.=-==:=-e:-.='„-"-".
=.-".

st associated::ws4))) Xa'~j'Wfi~&~:":.~ .-'-'",
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' .;a'ff &'d's.;"=-'sdu6i-wria-:mp'era't3nn's', . an'd general o ff i ce:.- Oos ratioIL'aj'. ='.~.=-::.='-"'~=;:,=-,~;='

The're'for'e', "=.wthe:-'Commis'si'on''-'ap'proves Staff's adjustments::. of=!i'$7:;-'66()')-",:;-„;-;".::='=;-:

to operating revenues .for the toll effect and {$52,776)'-to';, . :,. = -'::;:-'::-''':.,'i .":.

corporate operati"ons-'expenseS.

'TQLI POOL-INPACT

'The 'St'aff'. '.pioposes, t'o,'adjust revenues for the toll:pool:-', ginpact„:-. ,

of .Staff' s rate base 'adjustments in the amount of- $i26;375,:'--: The
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and are therefore adopted.

MORTGAGE INTEREST RATE DIFFERENTIALS

The Staff proposes to lower the expenses for amounts paid by

the Company relating to mortgage interest rate differentials. Such

interest is not considered to be an above-the-line item.

Therefore, the Staff's proposed adjustment of ($244) to operating

revenues for the toll effect is hereby approved and the Staff's

proposed adjustment of ($1,699) to operating expenses is hereby

approved.

MEMBERSHIP DUES AND LOBBYING ..... _ • ,-.-_ _:_%_

The Staff proposes to remove the portion of membership-du_s [ " _'_<

payments to telephone associations which are related to lobbying,

entertainment and other items not considered to be allowable for

[atemaking. Therefore, the Staff's proposed adjustment of ($374)

  porate oi

to O_ tell effect and {$52,7

corp0rate operati6ns_- expenses.

.TOLL POOL IMPACT

les for t_e

of Staff's_rate b_se adjustments in the amount of $
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Commission finds this adjustment. to be appropriate and therefore

adopts it.
OFFICER PAY INCREASES

The Staff proposes to remove officer pay increases from test

year expenses. This is consistent with this Commission's treatment

of such increases in prior utility rate cases involving major

utility companies. Therefore, the Staff's adjustment of ($1,367)

for the toll effect is approved, as is the Staff's adjustment of

{$11,895) to corporate operations expense.

BENEFITS

Staff also proposes an adjustment of {$247) to'operating

revenues for the toll effect and ($2, 146) to corporate operations

expense to reflect removal of related benefits associated with

officer pay increases. Since this is also consistent with previous

Commission treatment of such increases; the Staff's -adjustments are

adopted.

REDUCTION. .IN .ENPI'OYEE . I EVEI 8 .

Both the staff and the consum'er Advocate piopose" an adjustment .

to. operating revenues and operating, expenses to reflect a reduction

in,:emplOyee leVelS after the teSt;=yea+':-, ended. .'-=-The St'off, :=.prrcpOSeS

an adjustment of ($9, 356} to operating revenues for the '.toll effect
whereas the Consumer Advocate proposes an adjustment of {$38,000).

With regard to operating expenses, the staff recommends -an

adjustment of {$78,546} whereas the Consumer Advocate recommends an

adjustment of {$323,000). The Commission is of the opinion that

the Staff adjustments to operating revenues 'and operating expenses
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Commission finds this adjustment to be appropriate and therefore

adopts it.

OFFICER PAY INCREASES

The Staff proposes to remove officer pay increases from test

year expenses. This is consistent with this Commission's treatment

of such increases in prior utility rate cases involving major

utility companies. Therefore, the Staff's adjustment of ($1,367)

for the toll effect is approved, as is the Staff's adjustment of

($11,895) to corporate operations expense.

BENEFITS

Staff also proposes an adjustment of ($247) to operating

revenues for the toll effect and ($2,146) to corporate operations

expense to reflect removal of related benefits associated with

officer pay increases. Since this is also consistent with previous

C0m-m_ssion treatment of such increases, the Staff's adjustments are

adopted. ......

..... REDUCTION IN EMPLOYEE LEVEL'S _ - --_ _ _

Both the Staff and the Consumer AdVocate propose an ad3ustme t

to operating revenues and operating expenses to reflect a reduction

whereas the Consumer Advocate proposes an adjustment of ($38,000).

with regard to operating expenses, the Staff recommends an

adjustment of ($78,546) whereas the Consumer Advocate recommends an

• adjustment of ($323,000). The Commission is of the oplnion that

the Staff adjustments to operatlng revenues and operatlng expenses
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more correctly reflect the revenues and expense levels reflecting a

reduction in the employee levels after the test year ended. The

Staff's adjustment places salaries and wages on a going forward

level. Therefore, the Staff adjustments are adopted. The Staff

also recommends adjustments to operating revenues and operating

expenses to reflect elimination of related benefits and taxes due

to the reduction in salaries and wages associated with changes in

employee levels. Staff recommends an adjustment of (92, 415) to

operating revenues and ($20, 177) to operating expenses. The

Commission believes that such adjustments are appropriate and such

adjustments are therefo're adopted

TOLL POOL NORNALIZATION

The Staff, the Company, and the Consumer Advocate all proposed

adjustments to operating revenue to adjust toll pool revenues to

be f1'cot' a ncrrmMal 'ised camnurifr--: —.BOth the Sta f f and ':the =, CrtmpaI)y=; —:;-.-::.;;-,='„=:.=:,-;-,:.—~: —,.::=.:.=-;

reco'mmend. -an. adlustmsnt:--;xi':;-543, 016,004 ) . The, Consumer. :&4)dv))'oa4e. :=;-;;.-''. -, ;—:-, &;,-,-,.
r'acorn'men'ds-'-':1'ow'erIMq'%'lie, =-~re"-:adjustment by $2, 10'3&909;-;;hajj'Bir~'4)~%&-„'==,:=.„:..=;=-.~n

an adjustmerit' 'o'f''($913',700'4) ' The commission is 'of "the-';:"opariioq''-. ,'-'thBt:-

t))e,consumer. ", Advocate ' s"adjustment most accurately . re fleets:. a .
p'r'dpad::-'a'8firMk@tit, .:t'4:.:the=:-'-=&~'iati'hg'revenue to ad3rust:-'Qqk3'pjjeiL:-'-'=. ;=. „==.;-.:„-;.:==:=,=,:~~'~,-.

.rev'en'ues. to':rp fl;e'ct: a' normalized amount. The consumeir:))dvoc'atexrs;. :. --

testimony points out that the Company's toll pool normalizati'on

adjustment is. tainted by Hurricane Hugo. The months in-, which to3;-1 .
revenues were abnormally low were the months immediately=following.

Hurricane Hugo. :'Tr. --4;— Effron at 54-55. The Consumer. Adyocat'e

recommends that the''re'vendees'for the twelve month period:ending-
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more correctly reflect the revenues and expense levels reflecting a

reduction in the employee levels after the test year ended. The

Staff's adjustment places salaries and wages on a going forward

level. Therefore, the Staff adjustments are adopted. The Staff

also recommends adjustments to operating revenues and operating

expenses to reflect elimination of related benefits and taxes due

to the reduction in salaries and wages associated with changes in

employee levels. Staff recommends an adjustment of ($2,415) to

operating revenues and ($20,177) to operating expenses. The

Commission believes that such adjustments are appropriate and such

adjustments are'the_f0re :ad0pted.

TOLL POOL NORMALIZATION

The Staff, the Company, and the Consumer Advocate all proposed

,reveniis -to.:,r_ f}_ ct,, a !iormalized amount.

' .... th , ii p 1 normalization ",testimony points out that e Company s to oo ..... _ ,,.,

adjustment is _ainted by HUrricane Hugo. The months in_.,_wh_'_h....... £oli_ ;?_:.2i-;<-._.
" S-

Hurricane Hugo. -_Tr. 4_-Effrbn at 54-55. The Consumer Advoca___: ---_ -;
_ - ,__ _ ,__

recomli*nds-that there_en!es' for the twelve month )eriod,erldin, " " " ;+-

i " ": /- . -.'[ DE_, ; i-. C:!<'-
!" ]" L]. '-
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January, 1991 be used as the normalized level of toll revenues.

The testimony of David Effron noted that this is reasonable because

it eliminates the months in the test year which appear to have been

abnormally low, and the midpoint of the twelve months ended January

31, 1991 is July 31, 1990, which is the date as of which the rate

base is calculated. Therefore, the use of this twelve month period

is consistent with a July 31, 1990 rate base date, The effect of

utilizing this period is to increase the normalized level of toll
revenues included in total test year operating revenues by

82, 103,000. Tr. 4, Effron at 55, The Commission agrees with the

Consumer Advocate's assessment and reasoning, and therefore, the

Commission adopts the Consumer Advocate's adjustment, based on this

reasoning.

1990 BASIC STUDIES CHANGES

Both Company and Staff propose an adjustmen~=operating

revenues to reflect the impact of the .1.99.0 Basic Study Changes on

message toll and private line -revenues. .":.The, -adjustment:-reduces

operating revenues by $1,014, 067. The 'Consumer Advocate opposes

this adjustment. Since the intraIATA. Toll, and Private Line

-diviision of reve'nue process is based:on". trhe:'FCC Pimps=:. :36;:separation

'procedures, the Basic Study Changes would, have an impact on. the

intrastate intraLATA division of revenue piocess. The result of

the studies is a shift of Company cost to local service.

Therefore, the Basic Studies would cause a reduction in toll
revenues. The Commission recognizes the impact of the Basic Study

Changes and accordingly holds that the adjustment to toll revenue
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January, 1991 be used as the normalized level of toll revenues.

The testimony of David Effron noted that this is reasonable because

it eliminates the months in the test year which appear to have been

abnormally low, and the midpoint of the twelve months ended January

31, 1991 is July 31, 1990, which is the date as of which the rate

base is calculated. Therefore, the use of this twelve month period

is consistent with a July 31, 1990 rate base date. The effect of

utilizing this period is to increase the normalized level of toll

revenues included in total test year operating revenues by

$2,103,000. Tr. 4, Effron at 55. The Commission agrees with the

Consumer Advocate's assessment and reasoning, and therefore, the

Commission adopts the Consumer Advocate's adjustment, based on this

reasoning.

1990 BASIC STUDIES CHANGES

Both Company and Staff propose an adjustmi_nt_t_ operating

revenues to reflect the impact of the 1990 Basic Study Changes on

me_sage toll and private line revenue: _s

operating revenues by $1,014,067. The Consumer Advoca£e opposes

this adjustment. Since the intrsLATA Toll and Private Line

procedures, the Basic Study Changes would have an impac6 0n the

• in£rastate intraLATA division of revenue process. The result Of

the studies is a shift of Company cost to local service.

Therefore, the Basic Studies would cause a reduction in toll

Changes and accordingly

revenues. The Commission recognizes the impact of the Basic Study

holds that the adjustment to toll revenue
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is fair and reasonable.

CHANGES IN SEPARATION PROCEDURES

The Company and Staff have proposed to reduce operating

revenue to reflect changes in transitional separation procedures.

The separations procedures set forth the method of allocating costs

of operations between the intrastate and interstate regulatory

jurisdiction. These approved procedures are contained in the

Federal Communications Commission's Rules and Regulations — Part

36. In these procedures the Commission has adopted a transitional

SPF (Subscriber Plant Factor) to move to an interstate gross

allocator of 25~ and transitional DEN factor to move to a

unweighted Dial Equipment Ninutes (DEN). In this case, the

transitional changes will result in a portion of the Company costs

to be shifted to the intrastate jurisdiction. Since the Part 36

''procedures 'are'::also~5 sed-;.-fox=- the div

intr'aLATA-cost. ''a'nd, reveriues. :. The, pr

i'n t ramati, A%r&xAVA=. —,miw~w~, '=" co st: to

Company 'and Staff -adjustment"will re

oced ures will gavel .;a .,&higfc':-gg. =':,'-'&=.=.,--'. .

a1 se r vi eC:-.:::go j"~~gbe.:=. :=:=;-=:=:—.=';~-=.~':=-

in' a net. ':reduc'tioh;p'f-:::. '=:, '=' -'-'. =.-'.
'

-".

loc

suit

i sion revenue;PrrOA"eSS -„-for, -;=. ==:,=-„.—;:,.-.=;-~ -,=-=;~-

3. The Cqnsqmer

mmission:', -not', .-:recctgn'zzm='=. --.=.:~.-x~===='==„

nsumer:Advocate. -wi'tnes's;-. ==.='-.:;:;-:=-:-

related to ",
,the'qe

operating revenues, in the, amount of $485, 76

".'"Adva'ante;: w'itnesm 'ger&y. '&pi'mmmended. that co

these =adjustments to:toll--revenues, : The Co

recommendat'ions increase revenues by $1,641

transitional:separation procedures. The Commission recognizes that

these 'procedures were adopted by the Federal Communications

Commission and rec'ogniz'es that the results of the Part-36

procedures will be a' shift in cost to the intrastate. jurisdiction'.

i¸ I
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is fair and reasonable.

CHANGES IN SEPARATION PROCEDURES

The Company and Staff have proposed to reduce operating

revenue to reflect changes in transitional separation procedures.

The separations procedures set forth the method of allocating costs

of operations between the intrastate and interstate regulatory

jurisdiction. These approved procedures are contained in the

Federal Communications Commission's Rules and Regulations - Part

36. In these procedures the Commission has adopted a transitional

SPF (Subscriber Plant Factor) to move to an interstate gross

allocator of 25% and transitional DEM factor to move to a

unweighted Dial Equipment Minutes (DEM). In this case, the

transitional changes will result in a portion of the Company costs

to be shifted to the intrastate jurisdiction• Since the Part 36

- proded_res_e_also_ed_or_the dlvzszon revenue p_q_._$_r:_7_ _

io

hese _adlus_ments £o tol_ revenues. The Cons

recommehda£_i0ns frzc-regse '?avenues by 1 641 related to the_e /_/_;i_ _-:)7_i_2_

I

transxtzonal separatzon pr0cedures. The Commxssxon regognizgs tba._- --:?-Ja_

these procedures were adopted by the Federal Communzcatxons :..... _

Commxsszon and rec0gnxzes that the results of the Part 36

pr0cedures_will be a-shift in cost to
the intrastate-jurisdicti0n "\:-_"
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for GTE South. Therefore, the Commission finds that these revenue

reductions which are based on studies using Part 36 procedures are

appropriate.

GTEDS

The Consumer Advocate proposes an adjustment of ($34, 000) to

operating revenues and ($288, 000) to plant non-specific expense to

remove excessive amounts paid to GTE Data Services Incorporated

(GTEDS). Neither, the Staff nor the Company has proposed such

adjustments. Larry B. Reed, rebuttal witness for the Company,

correctly points out that the Consumer Advocate witness David

Effron supports the proposed adjustments simply because GTEDS earns

a particular rate on equity on its transactions with its affiliate,

GTE South. Tr. 5, Reed at 11. See, Tr. 4, Effron, at 66, where

Effron states that GTEDS earned a return on average equity of

appro'ximately 22% in 1989. Reed is correct in=h'i-s asmertion. The

Commission finds that the rate of re.turn by GTEDS for the test year

wad 'comparable to the industry, ,
since'the'. averagecwate''-':of-:return on

common equity for members of the data processing'industry was

24. 9%, in any case. See, Tr. 5, Reed at 24; Hearing Exhibit 19,
-' Schedule 5. The Consumer Advocate's:-ad3ustmen+s::kie~perefore

rejected.
The Consumer Advocate objects to portions of Company rebuttal

witness Reed's testimony and exhibits (Hearing Exhibit 19)

regarding studies prepared by companies other than GTE as being

hearsay and being an improper attempt to get documents into the

record in such a way that would run afoul of the Uniform Business

/ i
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for GTE South. Therefore, the Commission finds that these revenue

reductions which are based on studies using Part 36 procedures are

appropriate.

GTEDS

The Consumer Advocate proposes an adjustment of ($34,000) to

operating revenues and ($288,000) to plant non-specific expense to

remove excessive amounts paid to GTE Data Services Incorporated

(GTEDS). Neither, the Staff nor the Company has proposed such

adjustments. Larry B. Reed, rebuttal witness for the Company,

correctly points out that the Consumer Advocate witness David

Effron supports the proposed adjustments simply because GTEDS earns

a particular rate on equity on its transactions with its affiliate,

GTE South. Tr. 5, Reed at ii. See, Tr. 4, Effron, at 66, where

Effron states that GTEDS earned a return on average equity of

in 1989. Reed Is correct in bzs-asse_tlon. Theapproximately 22% " " ' ..... - - "

Commission finds that the rate of return by GTEDS for the test year

was comparable to the industry, _turn on

common equity for members of the data pr0cessing indUstry was

24.9%, in any case. See, Tr. 5, Reed at 24; Hearing Exhibit 19,

.... Schedule-5. The Consumer Advocate_.s:-ad_Vu_tmen%s-=_ ore

rejected. " " "

The Consumer Advocate ob3ects to portions of company rebuttal

witness Reed's testimony and exhibits (Hearing-Exhibit 19)

regarding studies prepared by companies other than GTE as being

hearsay and being an improper attempt to get documents into the

record in such a way that would run afoul of the Uniform Business
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Records as Evidence Act, S.C. Code Ann. 519-5-510. As we understand

it, the Consumer Advocate's objections pertain specifically to

Reed's Rebuttal Schedules 1, 2, 3, and 6 of Hearing Exhibit 19.

The Consumer Advocate also cites State v. HcFarlane, 306 S.E. 2d 611

(S.C. 1983). 1n support of his objection, the Consumer Advocate

questions schedules containing studies prepared by Price water

House, Pricing Advisor, and Real Decisions, Transcript 5 at 5

through 7, 17, and 25, The objection of the Consumer Advocate must

be sustained.

First, the studies in controversy do not fall within the

auspices of the Uniform Business Records as Evidence Act. They

were not proffered as documents prepared during the regular course

of business, See, Transcript 5 at 25. Therefore, the act is
inapplicable, as is State v. HcFarlane, ~su ra. However, the

Consu'me'r 'A'dvo'cate 'irs'-crdrzii&=:::in asserting that

schedulescontroversy-. 'are:-hearsay~ ltd re fore,

hereby". axe'hiQ'erd:, if'room;. -:Heariijg=. axhibi t
Reed relating to "those'sch'edules.

19, as is

the -studies iD l,,:
1 r -2 r;3 e .-aQd-;6 ='arw

the - ~iast Xmom j":-'-F.of-;=,=-':;:=.-.*:.;-=:.=;=

Schedules 4:, and '5,.however, are a different matter. .Schedules

4:an'd::::5:..'.both'egyeafed=-t6„ 5h":.'stud'ies 'performed by'"GTE'-:-xiata':'. service'a:;-', "".
,=. "="='-"'-

che' sco'p'e of'-:the 'Consu'mer'". "Adv'bca'te's objection did 'no't'- rei:ate', 't'o

any'thing other 'than" "outside studies and the schedules'themselv'es".

Tr, 5 at 5. The Consumer Advocate's objection did not relate. to ".

studies performed by GTE Data Services, Therefore, schedules 4 an'd

5 of:Hearing'. 'Exhibit. 19 shall remain in evidence and, . thereforeg

the record 'of this case, as shall the Reed testimony;explaining

/ I
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Records as Evidence Act, S.C. Code Ann.§19-5-510o AS we understand

it, the Consumer Advocate's objections pertain specifically to

Reed's Rebuttal Schedules i, 2, 3, and 6 of Hearing Exhibit 19.

The Consumer Advocate also cites State v. McFarlane, 306 S.E.2d 611

(S.C. 1983). In support of his objection, the Consumer Advocate

questions schedules containing studies prepared by Price Water

House, Pricing Advisor, and Real Decisions, Transcript 5 at 5

through 7, 17, and 25. The objection of the Consumer Advocate must

be sustained.

First, the studies in controversy do not fall within the

auspices of the Uniform Business Records as Evidence Act. They

were not proffered as documents prepared during the regular course

of business. See, Transcript 5 at 25. Therefore, the act is

inapplicable, as is State v. McFarlane, su_. However, the

Con_umer._A_vo_a£_:_i::g_ fi asserting that the studi_S i,_,_!:_-

_forer schedules I, 2,..3 r _nd:)6 -a_e_ !_/,_?-;}:_-_.

_ibit 19, as is

are a different matter., Schedules ..:....

!rformed by

The scope of_the Consumer Advocate s oblection did _not:re_ate'_i:;-L: :_*::_*'_;-_

anything other than "outside studies and the schedules themselves"/, _._ *;_<

Tr. 5 at 5. The consumer Advocate's objection did not relate to _, . i

studies performed by GTE Data Services. Therefore, schedules 4 and - "

5 of Hearirlg Exhi.bi£_19 shall remain in evidence and, therefore, _: _ _

• " 1the record of thls case, as shal the Reed testimony explaining _-
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such schedules.

Further, the Commission hereby notes that it did not rely on

any of the excluded studies or testimony in making its decision to

exclude the Consumer Advocate's proposed adjustment on GTEDS, but

it relied only upon the evidence remaining in the record after the

hearsay exclusions.

INCONE TAKES

Both the Company and the Consumer Advocate propose an

adjustment to true-up income taxes to an adjusted level. The

Staff's proposed adjustment is 8211,619. Both the Company and the

Consumer Advocate propose an adjustment of ($201, 498). Staff's
adjustment is accepted as being the most consistent with the

adjusted taxable income level resulting from adjustments approved

in this case. Both the Company's and the Consumer Advocate's

proposals are rejected

Based upon its acceptance of accounting and pro forma

adjustments to the company's operating:revenues';'. -'and:::ice'nses, the

Commission concludes that the appropriate' operating -revenues and

expenses for the Company's intrastate telephone operations for the

test:-year under its present rates:are 878. ,005:;:9'26=='aiidA4r4;:802, 375

respectively.
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such schedules.

Further, the Commission hereby notes that it did not rely on

any of the excluded studies or testimony in making its decision to

exclude the Consumer Advocate's proposed adjustment on GTEDS, but

it relied only upon the evidence remaining in the record after the

hearsay exclusions.

INCOME TAXES

Both the Company and the Consumer Advocate propose an

adjustment to true-up income taxes to an adjusted level. The

Staff's proposed adjustment is $211,619. Both the Company and the

Consumer Advocate propose an adjustment of ($201,498). Staff's

adjustment is accepted as being the most consistent with the

adjusted taxable income level resulting from adjustments approved

in this case. Both the Company's and the Consumer Advocate's

proposals are rejected.

Based upon its acceptance of accounting and p_r_q forma_

adjustments to the Company's 0F the

Commission concludes that the approprlate operating revenu s and

expenses for the Company's intrastate telephone operations for the

k _ test_year under its present rateS_are $_8_005¢92_ _,802,375

respectively.
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CUSTONER GROWTH

Consumer Advocate proposed an adjustment for customer growth.

staff proposes to record customer growth in the amount of $224, 940.

The Company proposes an adjustment of $202, 506, while the Consumer

Advocate proposes an adjustment of $63, 000. As a result of the

adoption of the Consumer Advocate's adjustment for toll pool

revenue normalization, the Commission finds that the appropriate

level of customer growth is $249, 547, based on staff's methodology.

Based upon its finding of an appropriate net operating income

and operating expenses, the Commission concludes that the

appropriate level of net operating income for return after

accounting and pro forma adjustments is 813, 510,669. This

calculation is shown in Table A.

TABLE A

NET INCONE FOR RETURN

struction

struction

BEFORE RATE. INCREASE

9gis rat%+@,-":,Egg~:8-..=-

'Ope.'I'at ihg::"Sxpenrse s
-Net-'Operating Income

Interest During Con
Customer Growth

Net: Income, ; f'or', .Return

AFTER —RATE.'. I'NCREASE. '-'-

.Operatiiig. Revenues
0'per'ating Expenses
-Net Operating Income

-Interest During Con
Customer Growth

Net Income for Return

s

!.g-969~."826 I, a F'.,
"8 4

~3, 203, 51».
57, 571

249 547
1~1.~~JiR

82, 384';1.35
66, 483, 379
15,900;756 -..;:..

''.57, 571
249, 547

~12 7

! [

DOCKET NO. 90-698-C - ORDER NO.

MAY 29, 1991

PAGE 33

91-412

CUSTOMER GROWTH

Consumer Advocate proposed an adjustment for customer growth.

Staff proposes to record customer growth in the amount of $224,940.

The Company proposes an adjustment of $202,506, while the Consumer

Advocate proposes an adjustment of $63,000. As a result of the

adoption of the Consumer Advocate's adjustment for toll pool

revenue normalization, the Commission finds that the appropriate

level of customer growth is $249,547, based on Staff's methodology.

Based upon its finding of an appropriate net operating income

and operating expenses the Commission concludes that the

appropriate level of net Operating income for return aft

accounting and pro forma adjustments is $13,510,669. This

calculation is shown in Table A.

TABLE A

NET INCOME FOR RETURN

:N :ome

Interest During Construction

Customer Growth
cn

AFTER_ _RATE I_NCREASE< \ :_ _

_Ope rat i rig.Rezenues

Ops rating Expense s
• -Net Opera£ing Income

Interest During Construction

Customer Growth

Net Income for Return

57,571

249 547
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NO. 12

The evidence supporting these findings concerning proper

methodology and level of cash working capital and proper items to

be included in the Company's rate base can be found in the exhibits

and testimony of Company witness Johnson, Consumer Advocate witness

Effron, and Commission Staff witness Ellison.

Pursuant to S.C. Code Ann. , 558-9-570 (1976), in ratemaking

proceedings involving a telephone utility the Commission must "give

due consideration to the telephone utility's property devoted to

the public service. . . . " Such consideration is traditionally made

in the context of the determination of the utility's rate base.

For ratemaking purposes, the rate base is the total net value

of the telephone utility's tangible and intangible capital or

property value on which the telephone utility is entitled to earn a

fair and reasonable rate 'of return. ', The rate base, "as allocated to

the Company's operations, is composed of the value of .the Company's

property used and useful in providing', telepho'ne'-':service':::, 't'o' the

public, plus telephone plant under construction materials and

supplies, and an allowance for cash working capital and property

held for future use; less accumulated depreci'ation, accumulated

defer"red income tax (liberalized depreciation) and:-customer

deposits. The Accounting Department of the Administration Division

of the Commission Staff, prior to the date of the hearing,

conducted an audit and examination of the Company's books and

records, including rate base items, with plant additions and

retirements. On the basis of this audit, the exhibits and the
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testimony contained in the entire record of the hearing, the

Commission can determine and find proper balances for the

components of the Company's rate base and other items.

When the rate base has been established, the Company's total

operating income for return is applied to the rate base to

determine what adjustments, if any, to the present rate structure

are necessary to generate earnings sufficient to produce a fair

rate of return or those adequate to meet the needs of the Company.

The rate base should reflect the actual investment made by

investors in the Company's property and the net value upon which

stockholders will receive a return on their investment. This

Commission is among the majority of States which provide for the

determination of rates based on a "year end" basis, which appears

most reasonable to reflect the prospective operation of any

ratemakfng::act+on;=: a'nd'. =ha5'. ::tfaditionally done so. - The ', use:.-of. :a: .

"year end". rate hase. .likewise serves to enhance the tlmeliqess;, of

the':affect, =.=o f':::=:Such:.„'ah&-:-,.pig'aeons: and pre s e r ves rel iante «s'0',"='gg'E'kerf+ je=.:~;=.=:.:.&'='-. '=-

and verifiable figures without re'sort to anticipated or projected

figures. Consequently, the Commission finds it most reasonable to

retain its -cansi, 'stent regulatory practice herein and .
, evaluate, the

: '1'ssue5 'het"efn-'=f'oun'ded::i5n'. a: rate base as of-July 31, 1990..-

The. Cam'mission!s-determinations relative to .the Company's rate

base:for 'its intrastate operations appear in the paragraphs below. -

SOUTH CAROLINA SHARE OF PLANT LOCATED IN OTHER STATES

Staff proposes to make .an adjustment to both plant in service

and to' accumulated depreciation to book South Carolina's share .of.
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plant located in other states. Staff proposes an adjustment of

$6, 830, 891 to plant in service and (81,852, 131) to accumulated

depreciation. The Commission finds such adjustments to be

appropriate in order to adjust present South Carolina figures to

take into account the share of plant located in other states.

Therefore, the Commission approves Staff's adjustments as stated

above.

In addition, Staff proposes an adjustment of $119,788 to plant

under construction, ($45, 611) to cash working capital and

(8865, 943) to accumulated deferred income taxes. Again, all of

these are to hook South Carolina's share of plant located in other

states. The Commission finds these adjustments to be appropriate

as well for the reasons listed above.

ACCUNULATED DEPRECIATION

Both the Staff and the Consumer Advocate propose an- adjustment

to accumulated depreciation to reflect the annualized depreciation

expense on an end-of-period basis', The".Istaff. '.recomm'ends =an

adjustment in the amount of ($747, 661). The Consumer Advocate

recommends an adjustment of (8371,429). The Commission believes

that the Staff's adjustment most accurately reflects the effect of

'annualized depreciation on an end-of. -period rate base, and

therefore adopts the Staff's adjustment. The Staff also recommends

an adjustment to accumulated deferred income taxes to reflect the

deferred tax effects of annualizing depreciation expense on an end-

of-period basis. The Staff's adjustment of 8242, 244 is approved

because of the reasoning stated above.
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DEBIT RESERVE BALANCES

Staff proposes an adjustment of ($582, 032) to reflect an

adjustment to accumulated depreciation to remove debit reserve

balances from rate base. The Commission believes that this

adjustment is appropriate and should be adopted.

On May 24, 1989, the Commission issued Order No. 89-539 unde"

Docket No. 88-661-C in which a three (3) year amortization of the

net book balance of electric operator systems-digital and analog

switching equipment was approved effective January 1, 1989. Such

electric operator systems-digital and analog switching equipment

was replaced with digital equipment which is included in the

Company's rate base. The Company is writing off the debit balance

in accumulated depreciation to depreciation expense over the three

(3) year period approved by this Commission. The Staff's
adjustment was'' made .due. to .the fact that such electric, .qperator. ,

systems-digital and analog switching equipment is 'no longer:used

and'. r(eefus, .—:,:ia=i e&4erihg'-=-'ti4m'o'ommuni'cations service:to;::g%'e,'--,':.:::-'=':-:-,',"-'*,':

ratepayer'. . Without S'taff's adjustment to lower rate. , base, the:

Company will be allowed to earn a return on both the retired

equipment and .the': repl'acement equipment at the expenSe-, pf, the

ratepayer, The"Staff's method of removing the retired equipment;

from rate base provides for a sharing between the ratepayer and, the

shareholder since the Company is given an above the line write-off

of the expense but is not allowed a return component. This is the

method which this Commission has used when granting early

retirements to other telephone utilities under its jurisdiction, ,
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Therefore, the Company should transfer the debit balance in the

reserve account to a deferred retirements account which will be

written off over the three (3) year period specified by this

Commission. The Commission finds this treatment to be in

accordance with the Uniform System of Accounts.

MATERIALS AND SUPPLIES

Staff recommends an adjustment of (8939,757) as an adjustment

to materials and supplies to reflect amounts contained on the

materials and supplies sub-ledger. The Commission believes that

such an adjustment is needed to accurately reflect the amount of

materials and supplies presented by the Company. Therefore, said

adjustment is adopted.

CASH WORKING CAPITAL

Staff proposes an adjustment to cash working capital to reduce

rate base for unclaimed funds. The adjustment is in the amount of

($42, 149). Unclaimed funds represent amounts owed by the Company

to persons who the Company has. not been. able'. to;.1ocate. .to,, make

payment. This gives the Company use of this money and reduces the

cash working capital requirement. The Commission believes that the

adjustment is needed to reduce rate base properly before the rate

base is adopted.

The Staff proposed to reduce working capital for correcting

adjustments only. The Company proposed to adjust for pro forma

adjustments, and the Consumer Advocate used the lead lag method to

arrive at the cash working capital requirement. Staff's proposed

adjustment is (8246, 996), the Company's proposed adjustment is
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($127, 687), and the Consumer Advocate's proposed adjustment is a

negative cash working capital requirement of ($666, 000). The Staff

and the Company computed cash working capital by the formula

method, whereas the Consumer Advocate witness adopted the lead lag

study approach. This Commission has traditionally used a formula

method and has found that it adequately reflects a company's cash

working capital allowance. Therefore, the Staff's adjustment of

($246, 996) is hereby adopted.

PENSION LIABILITY

Both the Staff and the Company propose to reduce rate

base to reflect the removal of the portion of pension liability
funded through the OPRB adjustment. The Staff's adjustment reduces

rate base by a net effect of &$321, 336&, whereas the Company's

adjustment is &$116,157&. The Commission finds that it is

appropriate to reduce'the -liability from rate hase .since. 'the

Company. is seeking' recovery. :on a pre —adoption basis, .&, The Staff', s, .:,.

a'djuS'tmeint. :-am=-',:ba'med==eii:;:.*.a'ctmJ ddllars whenever posjihga':&''~;&T)lei', . =„=-';,':.-:, ;:-,"::~=r,'=''-. -'-;.~,.

Commission fi'nds that "such an adjustment is consistent'with sdund,

accounting principles, and therefore, Staff's adjustment is
approved by this. Cpmmi:ssi&(n, :=
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CUSTONER DEPOSITS

staff proposes an accounting adjustment of ($1,458) to customer

deposits to recognize the rate base effect of annualizing interest

on customer deposits. The Commission approves this principle and

this adjustment.

PLANT UNDER CONSTRUCTION

Staff proposes an adjustment to plant under construction to

capitalize a portion of the pro forma wage increase. Staff's

recommended adjustment is in the amount of $19,533. Said

adjustment is hereby approved as it is consistent with sound

regulatory accounting principles.

PROPERTY HELD FOR FUTURE USE

Staff has recommended an adjustment of ($149,621) to property

held for future use to adjust rate base for a building which was

replaced and subsequently destroyed. The Commission finds this

adjustment to be appropriate and said adjustment is therefore

adopt'ed.

NON-ALLOWABLE ITENS FRON RATE BASE

Staff proposes an adjustment to plant in service of ($7, 921)

to exclude non-allowable items from rate base. Further, Staff

proposes an adjustment of ($11,007) to accumulated depreciation to

exclude non-allowable items from rate base. Finally, Staff

proposes an adjustment of ($3, 570) to plant under construction to

exclude non-allowable items from rate base. The Commission has

approved said adjustments in past rate cases and therefore believes

that said adjustments should be approved in this case.
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HURRICANE HUGO

Staff proposes an adjustment to accumulated depreciation to

reduce rate base with the extraordinary retirement of plant damaged

and retired due to Hurricane Hugo. The Commission finds this

adjustment of ($964, 032) to be appropriate under. the circumstances

and therefore approves said adjustment. Such adjustment is

consistent with the adjustment covering amortization of retirements

due to Hurricane Hugo discussed ~su ra.

GTE DIRECTORIES, INC.

In addition, both the Staff and the Consumer Advocate propose

an adjustment to telephone plant in service to reflect the rate

base impact of including GTE Directories, Incorporated. Staff

proposes an adjustment of $726, 579, whereas the Consumer Advocate

proposes an adjustment of S727, 000. The staff adjustment is hereby

adopted. Further, the Staff proposes and we adopt an adjustment to .

materials and 'supplies of $799, 731 and cash working, capitaal of„.

$133,'660 to. include the, additional identifiable rate:.base. 'fm'pa'etc, , 'n'f. : "

including GTE Directories, ' Incorporated.

The Company's rate base, as herein adjusted and determined by

the Commission to',be appr'opiiate for the purposes of thi.s, ,

proceeding:is set forth as-'follows:

DOCKETNO. 90-698-C - ORDERNO.
MAY 29, 1991
PAGE 41

91-412

HURRICANE HUGO

Staff proposes an adjustment to accumulated depreciation to

reduce rate base with the extraordinary retirement of plant damaged

and retired due to Hurricane Hugo. The Commission finds this

adjustment of ($964,032) to be appropriate under the circumstances

and therefore approves said adjustment. Such adjustment is

consistent with the adjustment covering amortization of retirements

due to Hurricane Hugo discussed su__.

GTE DIRECTORIES, INC.

In addition, both the Staff and the Consumer Advocate propose

an adjustment to telephone plant in service to reflect the rate

base impact of including GTE Directories, Incorporated. Staff

proposes an adjustment of $726,579, whereas the Consumer Advocate

proposes an adjustment of $727,000. The Staff adjustment is hereby

adopted. Further_ the Staff proposes and we adopt an adjustment to

materials and_supplies of $799,731 and

identlflable rate,base _mpa_t_o._,_ _._$133,660 to, lnelude the ,addict ona

including GTE Directories, Incorporated. _"

The Company's rate base, as herein adjusted and determined by

the Commlssion to be app_ropriate for the purposes of this// _ _- -__ _ i#__

proceeding is set forth as_fOllows:,• _<- _-_-•, , _ - _ .......__-_o-



DOCKET NO. 90-698-C — ORDER NO. 91-412
NAY 29, 1991
PAGE 42

TABLE B
ORIGINAL COST RATE BASE

JULY 31, 1990

Telecommunications Plant in Service
Accumulated Depreciation
Net Plant in Service
Telecommunications Plant under

Construction
Property Held for Future Use
Naterials and Supplies
Cash Working Capital
Accumulated Deferred Income Taxes
Customer's Deposits
TOTAL RATE BASE

234, 189,019
&65, 869, 099&
168,319,920

7, 006, 029
2, 036

2, 949, 643
779, 202

&28, 489, 983&
&964, 493&

149 6 2 3 4

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NOS. 13 AND 14

The evidence for these findings concerning the appropriate

capital structure and embedded cost rate is found primarily in the

testimony and exhibits presented by Company witness Austin,

Consumer Advocate witness Legler, and Commission Staff witness

":" Ellison;---'GTE doe's not maintain-a capital structure foi. i.ts South

Carolina:operations. :. =.-.The. Company, proposed that'the. capital. -. -. -;-:,-.;:=-:-..-:-.

structure:-of GTE south, ""Inc. be 'utilised to establish. .the -iov'eria11::,

return 'for GTE 'South's operations within South Carolina. -. The

Commission Staff proposed the capital structure of GTE Domestic

Telephone:Operati'onsfyas" of''Se'pt'e'mber'-30;::1990 be'util-ized;:-:-as' di'd'

the".Cons'ume'r:, 'AdVocate". ':- since"th'e' components of the ca'pital

-structure-found--approp'ri'ate by: the Commission in this cas'e':w'il3. :.be

used to derive a fair r'ate of return 'for the Company, the

Commission must weigh the various capital structures proposed by

the parties in light of the criteria for determining a fair rate of

return as set. forth':in the Supr'erne:Court of the .United States. In

i [
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Bluefield Water Works and Im rovement Co. v. West Vir inia Public

Service Commission, 262 U. S. 679, 692, 693, 43 S.Ct. 675 (1923),

the Court stated the applicable constitutional standard as follows:

A public utility is entitled to such rates as will
permit it to earn a return on the value of the property
which it employs for the convenience of the public equal
to that generally being made at the same time and in the
same general part of the country on investments in other
business undertakings which are attended by
corresponding risks and uncertainties; but is has no
constitutional right to profits such as are realized or
anticipated in highly profitable enterprises or
speculative ventures. The return should be reasonably
sufficient to assure confidence in the financial
soundness of the utility and should be adequate, under
efficient and economical management, to maintain and

---support its credit and enable it to raise the ~oney---—
necessary for the proper discharge of its public
duties.
That standard was reaffirmed by the Court in Federal Power

Commission v. Ho e Natural Gas Co. , 320 U. S. 591, 64 S.Ct. 281

(1944), where the Court stated:

.the ''return to 'the: " equity . owner 'should ': be
commensurate with returns, .on investments . in other
enterprises having corresponding risks. That ::return,

—.''-'":. '-, -. 'mori ov'er', '-'. should-be -sufficient-tb —. as'sure. :c'onfidenc'e'-=i;n': —-.
-''

the =financial .'-integrity of "the:- enteipri-se, .so - as'. .to —--
maintain'-its credit and to attr'act- capit'al.

In the- Permian Basin Area Rate Cases, 390 U. S. 474, 492, 88

S,ct. 1344 1373,. 20-I..Ed. 2d 312 (1968), the Court added that. the

results of a .,rite order must ".fairly 'compensate:investors:for' the

risks. - they haye assumed; ,:.. —..".. . This Commission. has .acknowledged

these standards and has applied them in numerous cases in''the past.

It is'clear from these cases that .the capital 'strubtube '

selected by the Commission in this proceeding must be one which

= =:-;accurately:reflects .financial risks .presented by the. .utility which
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Bluefield Water Works and Improvement Co. v. West Virginia Public

Service Commission, 262 U.S. 679, 692, 693, 43 S.Ct. 675 (1923),
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business undertakings which are attended by

corresponding risks and uncertainties; but is has no

constitutional right to profits such as are realized or

anticipated in highly profitable enterprises or

speculative ventures. The return should be reasonably
sufficient to assure confidence in the financial

soundness of the utility and should be adequate, under

efficient and economical management, to maintain and

_ _support its credit: and enable_ _it to _ raise the-moneybag. _

necessary for the proper discharge of its public

duties.
That standard was reaffirmed by the Court in Federal Power

Commission v. Hope Natural Gas Co., 320 U.S. 591, 64 S.Ct. 281
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_ /:S.Ct. !344_1373, 20_L.Ed.2d •312_ (1968), the Court •added that_the
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is the subject of regulation. Otherwise, the constitutional tests

of reasonableness for a rate of return cannot be met. Moreover,

the Commission is cognizant of its obligation pursuant to S.C. Code

Ann. 958-9-570 (1976) to give "due consideration to. . . the

capitalization of the telephone utility.

The Commission finds that the applicable legal principles and

the substantial evidence of record reguire that the capital

structure of the GTE domestic telephone operating companies be

adopted for use in this case. This is totally consistent with the

Commission's treatment of this issue in the CompanY's last rate

order. The specific capital structure which the Commission adopts

for use in this proceeding is depicted in the following table:

TABLE C

CAPITALIZATION — PER BOOKS

S'eptember 30, 19

Amount

Long-Term Debt . — - = 5, 655, 565
Preferred Stock 54, 589
(Subject to Mandatory
Redemption}

P'refeLrred=:StOC)(--25, -:::-'- - -::: -1'77;698
(Not::Sqhject':t'o
Mandatory:R'ademption) =.

Common =':Equity. .=. 1 -:: =.. . . . . -. . 9,133,.076

TOTAL
' ~15 2 28

90.

Ratio

37.65%
.36%

1.18%

60.81%

~1

— The -capitalization- displayed in-Table. C, ~su ra, reflects the

actual capital structure of the GTE domestic telephone operating

companies as of 'September 30, 1990, wh'ich the Commission finds fair'
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and reasonable for ratemaking purposes in the instant proceeding.

The capitalization and concomitant ratios have been utilized in the

determination of a fair rate of return for the Company's

operations.
ENBEDDED COST RATE

Lon -Term Debt

The record indicates that, as of September 30, 1990, the

embedded cost of long-term debt for the GTE Domestic Telops capital

structure was 8.33%. The Commission considers that the embedded

cost of long-term debt of 8.33% should be used for the

determination of the cost of capital herein.

Preferred Stock

As of September 30, 1990, the embedded cost of preferred stock

for the GTE domestic telephone operating companies was 6. 39%

— subject'-'to 'mandator'y 'redemption and 6.'2'2% not subject to-:man'datory

redemptibn. , In the determination of the overall rate of retuin

he'rei'n'; =the Cdmmissi''on has used .those cost ra'tes;-

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. . 15

The evidence for these findings concerning the appropriate

r'ate"of. returri': on;equi, ty are 'found' primari:ly:iri" th'e -'t'eEt'imony .of

-;Company. .wit'neSs .Vander:. Weide, Consu'mer':Advocate, witness. -Legler, and

..:%taf f=:-. wi:tneas::Rhyne,

One of the principal issues in any ratemaking determination

involves"the-proper earnings to be allowed on the common eguity. -—

investment of the regulated utility. In this proceeding, the

Commission was offered the expert testimony of witnesses relating
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to the fair and reasonable rate of return on common equity for the

Company. These financial experts presented detailed explanations

of a number of methodological approaches to the determination of

the cost of equity capital.
The Commission's analysis of the evidence regarding the

appropriate return on equity in this case must be guided by the

constitutional principles set forth by the Supreme Court of the

United States in Bluefield Water Works and Im rovement Co. v.
Public Service Commission of West Vir inia, ~su ra, and Federal

Power Commission v. Ho e Natural Gas Com an , ~su ra. These tests

can be summarized as follows:

1. The allowed return on common equity should be
the same as that earned on other investments
of comparable risk.

2. Utilities have no constitutional right to
profits:realized- by.-more =speculative ventures.

3. The allowed return should be sufficient to
maintaih the' utility!s credit standing and
enable-. i't. to raise-newness'ary:capital.

4'; A' re'asonable:. -r'eturn" miy vafy. over .time'.
reflect'ing changing economic' conditions.

While the Commission adheres to no particular theory or

m'ethodoolo'gy, ' for:the de't'er'minster'on of a fair rate 'of-. return. o'n

, , :.=common"-equit'y. , '.it, :does .test""th'e"various recommendations: before:it
against:these constitutional'=standards to determine. .the

reasonableness of the approaches proposed by the various parties

With these legal standards in mind, - the Commission .is. able to

fulfill its function of engaging in a careful analysis of the

economic and financial theories before it for application within a
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regulatory context.

The Commission heard the testimony of three (3) witnesses

dealing with the cost of equity capital appropriate for GTSE

operations in South Carolina. The Company presented testimony from

Dr. James H. Vander Weide, Research Professor of Finance and

Economics at Duke University. The Consumer Advocate presented the

testimony of Dr. John B. kegler, Professor of Finance in the

College of Susiness Administration at the University of Georgia.

Dr. R. Glenn Rhyne, Director of the Commission Staff's Research

Department testified on behalf of the Commission Staff.

Company witness Dr. Vender Weide utilized versions of the

Discounted Cash Flow (DCF) approach and the risk premium approach

to arrive at his final recommendations. Dr. Vander Weide

recommended a cost of equity of 14.5%.

Dr.' kegler, 'appear'ing on behalf of the 'Consumer Advocate,

utilized various methodologies including the DCF method=and the

risk -premiu'm approach- to obtain' his 'recommeridat'iohs. .:Dr-. =..hegler

used a cost of equity of 12.5%, based on a range -of- 12% to 13%, as

an appropriate return on common equity for GTE's telecommunication

. ' opera'tions within South carolina.

Dr':..-';=Rhyne:. based his. estimate. .of' the 'cost-'. of':equity, .on;his

application: of. the DCF model -and-the Capital:-Asset 'Pricing:Model

(CAPM). : Dr. Rhyne applied the models to a group of telephone

utility companies which had a minimum level of non-regulated

operations and contained risks appropriate for a utility providing

regulated telecommunications services. Dr. Rhyne stated that he
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selected the sample as a proxy for GTE telecommunications

operations in South Carolina because: "The cost of equity

appropriate in this case should be a function of providing

telephone services such as local service, intrastate access,

interstate access, and toll. Ratepayers should not have to bear

the risks that might result from any non-telephone and/or

non-regulated investments. " Tr. 4, Rhyne at 314. Dr. Rhyne's DCF

approach produced a broad range which varied from 12.50% to 13.25%

for the telecommunications industry. Tr. , Vol. 4, Rhyne, p. 363.

His CAPM analysis produced a best estimate for the Company in a

range from 12.00~ to 13.00%, with a best point estimate between

12.50% and 13.00%. Id. Dr. Rhyne's ultimate recommendation of the

cost of common equity to for GTE's telephone operations within

South Carolina was in a range from 12.50% to 13.004. Id. at 364.

His-analysis iricorporated the capital structure of the, 'domestic

telephone. operating companies of 'GTE,

'The"testimony rand:exhibfts. of -the' fi'nancial witnesses' for.. the

Company, the Commission:Staff, and the Consumer Advocate

demonstrated an approach to their respective investigations within

the parameters ".o'f:the. 'language of:the "United States Supreme:Court=:

in its. decision--in. --Fe'de'ral:Power-, ', Commmrssion vs. Ho e, Natural. Gas

. —'Co.'--;=-~su ra. —::While -the -'independent':-stu'dies of .each witness, either

implicitly or-explicitly, commenced with those standards, the

'respective metho'ds employed produced quite different results,

thereby presenting the Commission with a range between 12.0%, the

lowest end. of' the range recommended in Dr. Degler's studies, and

[ /

DOCKET NO. 90-698-C - ORDER NO.

MAY 29, 1991

PAGE 48

91-412

selected the sample as a proxy for GTE telecommunications

operations in South Carolina because: "The cost of equity

appropriate in this case should be a function of providing

telephone services such as local service, intrastate access,

interstate access, and toll. Ratepayers should not have to bear

the risks that might result from any non-telephone and/or

non-regulated investments." Tr. 4, Rhyne at 314. Dr. Rhyne's DCF

approach produced a broad range which varied from 12.50% to 13.25%

for the telecommunications industry. Tr., Vol. 4, Rhyne, p. 363.

His CAPM analysis produced a best estimate for the Company in a

range from 12.00% to 13.00%, with a best point estimate between

12.50% and 13.00%. Id. Dr. Rhyne's ultimate

cost of common equity to for GTE's telephone

South Carolina was in a range from 12.50% to

recommendation of the

operations within

13.00%. Id. at 364.

:: £eiephohe- operating Compa_!_s :of GTE_.":-

._ _- . i, - The teg£im6hy-._!d-exHiS[tg/0f'£he:I

"s:_ Company, £He Commission staff, and"the c0nsumer Advocate

demonstrated an approach to their respective investigations within

_:_ :'* "-76he param_terg_f:i_e_:ian'g6age of_the?United states Supreme _Cour:t': ....

_ t¢o_ _supra. :_lhile £heindependent:shuales of each wltness, eithe

implicitly:or expllcitly, commenced with those standards, the

respective methods . employed produced quite different resultsr

thereby presenting the Commission with a range between 12.0%, the
:_! _--:7. :<--i_-,. ._7: :!::L_-_=_b_:Z-_J-V,::-,:>_-:__ :_:-_-_ _._.-i: .-:.:_-_ , " " - "

_' lowest end Of the range rec0mmended: in Dr. Legler's studies, and



DOCKET NO. 90-698-C — ORDER NO. 91-412
MAY 29, 1991
PAGE 49

14.50%, the recommendation of witness Vander Neide. In the final

analysis, the Commission must determine the credibility and

probative value of the testimony of the expert financial witnesses

presented and the Commission must use its judgment in evaluating

this evidence in regard to the cost of common equity, a matter

which is within the expertise of the Commission.

The Commission must further appraise the opinions of the

expert financial witnesses as to the expectations of investors or

the opportunity costs of equity capital in conjunction with the

tangible facts of the entire record of the proceeding, including

the observable financial condition of the Company.

Furthermore, the Commission cannot determine the fair and

reasonable return on common equity for the Company in isolation.

Rather, the Commission must carefully consider a variety of

relevant factors, including 'identifiable trends in the market

relating to the'-costs of 'labor, , materials and capitalt' comparisons

. Of. paSt earningS With preSent . earningS. and'prOSpreCtiVe;ear'ningSI,

the prices for'which the 'Company's service must-'be rendeied;. the

returns of other enterprises and the reasonable opportunities for

-1'nv'estme'nt therein; the 'financial:policy and:-capita'1 -structure-' of

'the:Company and. its ability. to .attract, capit'al. ;:and the.

demonstrable competency-'and efficiency::of the. . Compan'y'. s.management.

The Commission must strike the balance among these complex and

interrelated factors in the context of the record herein

The Commission recognizes the legal principle and the

practical necessity that the Company be allowed the 'opportunity to

, 4
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earn a fair rate of return to enable it to continue to meet its
service obligations and to maintain its financial strength to

provide for the attraction of capital. The present and perceivable

perspective financial condition of the Company and the investor

appraisal of that condition demonstrates to the Commission that the

Company's cost of equity capital for its South Carolina intrastate

telephone utility operations should be evaluated as somewhat lower

than that postulated by the Company's witness herein.

In its determination of a fair and reasonable rate of return,

the Commission maintains the ultimate responsibility of setting the

rates to be charged for the utility services provided by the

Company. The exercise of that responsibility involves the

balancing of the interests of the consumer and the investor.

The Commission must gravely balance the interests of the

consumer--in 'r'e'gard to t'he price 'of utility service' with"the,

interests:. of:.the same, consumer in regard to the reliagi1. ity, -and

adequacy 'of- the intrastate .telephone service'. The .Commission. -has'

maintained these: interests paramount throughout this proceeding.

The Commission's determinations of the Company's revenue

requiiements:-and .o'f the -proper "alloca't'ion of these 'revenues:within

-;th'e approved-'. rate:struot'u'r'er:-embodied 'in this Order . reflect. fairly
and-:equitably. .the-.'interests-":ef those consumers.

Upon a thorough review of the conclusions reached by each'

financial and 'economic witness in this proceeding, as well as -upon

, our consideration of the full evidence in the record before us, the

Commission has determined that' the additional revenues of
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$10,695, 955 produced by the proposed rate schedules for the

Company's intrastate operations, which would generate a rate of

return on equity of 14.5%, based on adjusted test year figures, are

excessive and unreasonable. That return on common equity and the

associated revenues cannot be supported by the evidence in this

proceeding.

There are various factors that contribute to the range of

recommendations of the witnesses. One major difference in the

Discounted Cash Flow analysis of the witnesses involves the issue

of flotation costs. Dr. Vander Weide has incorporated a 5%

flotation cost adjustment in his estimates. This Commission has

consistently considered the need for a flotation cost adjustment on

a case by case basis. Based on the Commission's precedents,

clearly there is no need for an adjustment in this case. Both Dr.

Legler and Dr. Rhyne concluded that such an .adjustment is
inappropriate . in this case. . The Company has not demonstrated that

it intends to .have a' public offering 'that'. would; incui':such--. expense,

and further, . has not demonstrated that an:issue. would benefit the

South Carolina ratepayers. zndeed, the Company has gone so far as

to state': on:;the record, -that-an- announced . equity:-i'nfus'ion cfrom'-the

parent has 'been':eliminated fr'om the. . Company's plans, :Tr.. '2, -.Austin

at 79-80.

Another difference in the cost of equity estimate of the

witnesses results from Dr. Vander weide's "cellular- phenomenon"

adjustment. Since GTE South's stock is not publicly traded, it is

necessary to u'se. a proxy or suirogate group of corn'panies in
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estimating the cost of equity to GTE South. Dr. Vender Weide used

the former Bell Regional Holding Companies as one such proxy in his

analysis. Dr. Vander Weide believes that the stock prices of

former Bell Regional Holding Companies are currently higher than

they would be in the absence of the cellular activities'
Essentially, he argues that the prices are inflated by cellular

activities, but these activities have not and are not incorporated

within the earnings projections that he uses within his discounted

cash flow analysis. Dry Vander Weide uses the Institutional

Brokers Estimate System (IBES) summary of analyst's five year

earnings projections to estimate the expected growth rate in

dividends per share that he incorporates in the Discounted Cash

Flow analysis.

It is not clear to what extent the market values the cellular

activities. of 'the sample of companies and the extent. '-to: which-such

valuation. has::impacted. mar'ket price;-. Dr. .vander. weide, :-,assume's that'

the 'mar'ket"would. :, va'lue':-''cell'ul'ar'inv'estments .to' a'similar=, 'extent'-':. as

th'e Companies seeking to'acquire and develop such activities. Buch

an assumption appears to be unfounded. The methodology and the

assumption. employed-by-Dr;=: Vande'r. We'ide in his analysi's -of'. the

'-' c'ellular', .;pheiiomenon"4'e'ads=. 't'o'-r'et'u'ins', :-%reich would significantly
: —. -: —.:overstate- the -iiapact-of any-such -adjustment. Dr. Vander Weide has

also failed to demonstrate that'such an adjustment is required at

all. The strength of -the regulated telephone operation of the

sample of companies provides much of the market value claimed by

Dr. Vender Weide to result' from cellular activities.
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During his appearance, Dr. Vander Weide corrected his DCF

analysis which adjusted for the cellular component. In his prefiled

testimony, Dr. Vander Weide failed to properly account for stock

splits which had taken place for two of the sell Regional Holding

Companies. These corrections resulted in a substantial downward

revision in Dr. Vander Weide's estimates. Dr. Vander Weide

dismissed the importance of these corrections and maintained his

original recommendation. In conclusion, Dr. Vander Weide's

cellular phenomenon adjustment serves only to overstate the

appropriate cost of equity estimate for GTE operations within South

Carolina.

Dr. Vander Weide also employed a cluster analysis to select a

proxy sample of companies to estimate the cost of equity. He

selected a sample from approximately 7, 000 firms included in

standa'r'd and-'poor's Compustat Services data base. '- The risk indicia

he used to pick 'the sample .included. the availability, of 'operating

income', ' the=, 'magnitude of:sales gr'owth;::the, rati'o o'f".cash:-flow'to. .

assets, the debt ratio, and the level or size of assets. While

cluster analysis is a familiar statistical technique, its
applica'tion'. to'-a. cost of equity analysis::. can .provide. unreasonable

outcomes wheni:administered in': an . iriappropriate manner. ::.—The .sample

df companies--, '-selected 'by 'Dr. Vander Weide cluster, analysi's process

does not reflect a similar or appropriate level of risk for a

regulated-telecommunication -firm. In fact, the-gr'eat majority of

companies included within the sample have only. non-regulated

operations. ' ' eased on this sample, Dr'. Vender Weide 'has' recommended
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a cost of eguity based on a group of non-telephone and largely

non-regulated firms. This recommendation is clearly inappropriate.

Based on these considerations: (1) the erroneous inclusion of

an issuance cost adjustment; (2) an erroneous attempt to adjust the

DCF to allow for a so-called cellular phenomenon, (3) the

inappropriate cluster sample selected; and (4) the overstatement of

the market's expected risk premium within the ri sk premium

analysis, the Commission believes the Company's requested return on

common equity is excessive and should be rejected.

It, therefore, becomes the Commission's responsibility to set

a fair and reasonable rate of return on common equity from which

can be derived the lawful rates for the Company for its South

Carolina intrastate telephone operations. This responsibility must

be di scharged in accordance with statutory and judicial standards,

and based upon the numerous factors 'identified herein; and"'app'lied

in. accord. with-'the-informed-judgment of the Co'mmission.

Based::on-. the. informatio'n presented withzn the context-;of thi-s ——
rate proceeding and specifically the rate of return studies, "the

Commission finds that the value of 12.50% is the best point

' estimate:of the'Company's fair'-' rate of return on' eguity.

Incorporatin'g' this:number as the al'lowable rate of return:. an commoii, -

equity. results in an overall -rate of return of 10.83%

on e uit herein found fair andThe rate of return on comm q y

reasonable falls 'within th'e range produced by the studies of Dr.

Rhyne and Dr. Legler.
'

The Commission considers the results reached by these studies

j Ii̧
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to have incorporated effectively the expectations of the potential

equity investor through the estimate of the relevant risk of

investment in the Company's equity relative to the market as a

whole. The relevant risk of the Company is impacted by such

factors as economic and financial conditions, inflationary

expectations, competition, industry characteristics and the

fundamental characteristics of the firm, The Commission concludes

from the context of these studies that the point estimate of 12.50%

more closely reflects the current level of risk of the Company,

including the current conditions within the telecommunications

industry, and, therefore, appropriately incorporates investors

existing expectations. This rate will provide the Company with an

opportunity for a return commensurate with the return that equity

owners could expect to obtain in other enterprises having

corresponding 'risks.

The Commission considers the value of 12.50% to represent a

r'easonabl'e expectation. for the eq'uity owner, ', and, there'foie,

consistent with the standards in the ~Ho e decision. : A rate of

return on rate base found fair and reasonable is sufficient to

protect'. the-financial. 'integrity of the'. Company -. to preseive:-the

property of .the .investor, and to permit the-:C'ompany to, continue-. to

provide . reliable- services .to. present . and future customers at

. reasonable rates.
In arriving at a rate of return-herein, —the Commission--is

primarily concerned only with the return to be earned on the common

equity allocated to 'that portion of the Company's:operations

i'
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subject to the Commission's jurisdiction in this proceeding. The

Commission has made its findings based on the jurisdictional South

Carolina intrastate operations of the Company.

An important function of ratemaking is the determination of

the overall rate of return which the utility should be granted.

This Commission has utilized the following definitions of "rate of

return" in previous decisions, and continues to do so in thi, s

proceeding:

For regulatory purposes, the rate of return is the
amount of money earned by a regulated company, over and
above operating costs, expressed as a percentage of the
rate base. In other words, the . rate of return includes
interest on long-term debt, dividends on preferred
stock, the earnings on common stock and surplus. As
Garfield and Lovejoy have put it "the return is that
money earned from operations which is available for
distribution among the various classes of contributors
of money capital. In the case of common stockholders,
part of their share may be retained to surplus. "

Phillips, The Economics of - Re ulation, pp. 260-'261.'

{1969).
The:-amount of revenue permitted to be earned by the Company. .

through. its'rate 'structure'depen'ds 'upon the' rate base and th'e

allowed rate of return on the rate base. As previously discussed,

the primary issue between the regulated utility and regulatory body

most frequently:involves 'the determination of a reasonable return

on common. equity, since, the other components of the overall. rite 'of

'''return, i.e.','' dividends on p'referr'ed stock and cost of debt, are'

fixed as of September 30, 1990; the appropriate capital structure

used herein. Although the determination of the return on common

equity provides the necessaiy component from which the rate of

I
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return on rate base can be derived, the overall rate of return, as

set by this Commission, must be fair and reasonable.

The United States Supreme Court's landmark decision in

Bluefield Water Works and Im rovement Co. v. Public Service

Commission of West Vir inia, ~su ra, also delineated general

guidelines for determining the fair rate of return in utility
regulation. In the Bluefield decision, the Court stated:

What annual rate will constitute just compensation
depends upon many circumstances and must be determined
by the exercise of a fair and enlightened judgment,
having regard to all relevant facts. A public utility
is entitled to such rates as will permit it to earn a
return on the value of the property which it employs for
the convenience of the public equal to that generally
being made at the same time and in the same general part
of the country on investments in other business
undertaking which are attended by corresponding risk and
uncertainties; but it has no constitutional rights to
profits such as are realized or anticipated in highly
profitable enterprises or speculative ventures. The

' return should be reasonably sufficient to assure
confidence in the financial soundness of -the utility and:
should be adequate under effi,cient and economical
management, to maintain and support its credit and
enable: it to raise the money necessary' for the proper
discharge of its -public-'duties. — -A rate of--return -may- be-—
reasonable -.at one time, '

and become too high or. too' low
by changes affecting opportunities for ' investment, 'the
money market, and business generally.

262 U. S. at 692-693

During the subsequent year, the Supreme Court refined its
appraisal of regulatory precepts. In its frequently cited ~Ho e

dec'ision, ~su ra, the Court restated its view:

We -' held in Federal Power Commission v. Natural Pipeline
Gas — . Co.—. ..that the-Commission-was-not --bound to the use
of any single formula or combination of formulae in
determining its rates. Its ratemaking function,
moreover involves the making of 'pragmatic adjustments'
(citation omitted). . . . Under the statutory standard of
'just. and reasonable' it is the result reached, not the
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method employed which is controlling {Citations
omitted). . . .
The ratemaking process under the Act, i.e. , the fixing
of 'just and reasonable' rates involves a balancing of
the investor and the consumer interests. Thus we stated
in the Natural Gas Pi eline Co. case, that regulation
does not insure that the business shall produce net
revenues, {Citations omitted)

But such considerations aside, the investor interest has
a legitimate concern with the financial integrity of the
company whose rates are being regulated. From the
investor or company point of view it is important that
there be enough revenue not only for operating expenses
but also for the capital costs of the business. These
include service on the debt and dividends on the stock.
(Citation omitted). By that standard the return to the
equity owner should be commensurate with returns on
investments in other enterprises having corresponding
risks, That return, moreover, should be sufficient to
assure confidence in the financial integrity of the
enterprise, so as to maintain its credit and attract
capital.
320 U, S. at 602-603.

The vitality of. these- decisions- has not been eroded, ;-ms

indicated by 'the language of the more .recent decision of. the

Supieme. .court:.inYTN. RE:: .pefmian Basin Area Rate cases, .390.. U;8,

. 747 {1968). This Commission"has consistently opefated. within -the .'

guidelines set forth in the ~Ho e decision,

The Commission has found that the capitalization ratios as of

September 30, 1990, . as'adjusted, are appropriate and should be used

in the instant proceeding. The . Commission has likewise found that

the respective embedded cost rates for long-term debt of 8. 33% and

for preferred stock of 6.39% subject to mandatory redemption and

6.22% not subject to mandatory redemption, should be utilized in

the determination of a. fair rate of return. For the purposes of-
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this proceeding, the Commission finds the proper cost rate for the

Company's common equity capital to be 12.50~.

Using these findings, the overall rate of return on rate base

for the Company's South Carolina intrastate operations may be

derived as computed in the following table:
TABLE D

OVERALL RATE OF RETURN

RATIO COST
WEIGHTED

COST

Long Term Debt
Preferred Stock
(Subject' to Nandatory
Redemption)

Preferred Stock
(Not Subject to
Nandatory Redemption)

Common Equity

37.65
.36

1.1S

60.81
~100. 00'

8.33
6.39

6.22

12.50

3.14
.02

.07

7.60
~10 . 3%

EVIDENCE AND CONCLUSIONS FOR FINDING OF. FACT NO. 16

Evidence. on, incentive 'regulation is found in the testimony of

Company witness Farmer, " Consumer Advocate 'witnesses Effr'on and

Ileo, ATsT witness' Dowdy, and commi's1 sion staff witness welsh; . The

commission hereby holds the matter of the Company's proposed

incentive regulation plan in abeyance until' further Order of the

Co'mmi s's'i 'on.

EVIDENCE'AND. CONCLUSIONS FOR FINDING 'OF FACT NO. 17.

Evidenc'e for this finding concerning rate design, rate

schedules and service regulations is found in -the= testimony and

exhibits of Company witnesses Klassen, Kunkle, Turner, and

wellemeyer, consumer Advocate witness Ileo, and commission staff
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witness McDaniel. The revenue requirements of the Company having

been determined, the Commission is also concerned with the

determination of the specific rates and the development of the rate

structure that will yield the required revenues. It is generally

accepted that proper utility regulation requires the exercise of

control over the rate structure to insure that equitable treatment

is afforded each class of customer.

The Commission has traditionally exercised its statutory

responsibility to provide "just and reasonable" rates, pursuant to

S.C. Code, $58-9-570 (1976) by the recognition and implementation

of the objective to provide telephone utilities a fair opportunity

to earn a reasonable return which produces the allowed revenue

requirement in a manner which equitably apportions the revenue

responsibility among the beneficiaries of the utility's service.

In di'scharging 'that''responsibility, the Commission has

'traditionally 'ident'ified three 'pertinent ratemaking' critebia:

a.'-': The ",.'-': — feve'nu'e —requiremeiit or'
, fi'nancial'-need. . .

objective, ' which take :the form of a fair-return
standard w'ith -respect, to private utility companies)

b, :.The . . fair-cost .apportionment objective, which
invok'es' 'the pr'indiple that ' the burden of meeting
the . . total requirement must be distributed ~fairl

'among::the:=-. henefic'ia'ries". of:'the service;
. . c. The. , optimum-use . or:-. consumer rationing objective

under which rates are designed to discourage 'the
wasteful use of -public utility services while
promoting'all use that is 'economically justified in

— - view of the -relationships -. between costs incurred-
and benefits 'received.

' Bonbright, Princi les of- public Utilit Ratemakin
(1961), p. 292.

I
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These criteria have been observed by this Commission in recent

proceedings and again are utilized in this matter.

The record of this proceeding reveals that the Company's

objectives in formulating the pricing proposals in this case were

to 1) achieve more efficient utilization of the existing and future

facilities, 2) provide a more equitable pricing structure, 3)

maintain universal service, 4) assure marketability of service, 5)

recognize cost of service and value of service considerations, and

6) assure uniformity of rates.
The Commission recognizes both the inherent limitations and

benefits of analyses based on cost as well as upon the value of

telecommunications services. Various costing methodologies have

been applied to many of the rates and charges in the distribution

of revenues proposed by the Company in this -matter

The Commission's analysis of the design and effect of the

proposed rates and charges must. begin .and 'end with a recognition

and reconciliation of the. Commission's stated objectives to meet

the -reasonable revenue requirements fairly and to consider the

economic equation of costs and benefits for the subscriber.

f
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The record of this proceeding reveals that

objectives in formulating the pricing proposals

to i) achieve more efficient utilization of the

facilities, 2) provide a more equitable pricing structure, 3)

maintain universal service, 4) assure marketability of service,

recognize cost of service and value of service considerations,

are utilized in this matter.

the Company's

in this case were

existing and future

5)

and

6) assure uniformity of rates.

--- The Commission recognizes both the inherent limitations and

benefits of analyses based on cost as well as upon the value of

telecommunications services. Various costing methodologies have

been applied to many of the rates and charges in the distribution

_ of revenues proposed by the Company in this matter.

.... The Commlsslon's analysls of the deslgn and effect of the

)6sed-_ates and cbarg

"_ -- rand stated-0bjective_-tO meet- "

. the reasonable revenue requirements fairly and to consider the

-. economic equation of costs and benefits for the subscriber.

. - r •..
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CALL TRACING

The Company proposes to implement a charge of $40.00

associated with the tracing of harassing calls. The Commission

believes that the Company should be compensat. ed for this service

and, therefore, approves this proposal.

BASIC EXCHANGE SERVICE

The Company proposes to eliminate zone charges. Staff agrees

with this proposal. The Consumer Advocate, however, recommends the

transiti on to elimination of zone charges. The Commission believes

that it is in the best interest of the consumers to simply

eliminate the charges, therefore, the original Company proposal in

this regard is adopted. The Company proposes to reduce the free

call allowance from five calls per month to two calls per month to

directory assistance. The Staff agrees with this recommendation.

The Consumer' Advocate recommends an increase in the' per. call. charge

for this service, however, the Commission is-of the. .opinion'::, that

the nuiiibei -of.:free ea'lls -simp'ly"-0b'e"-:reduced —:-from:-five, ,;.to:=two without

an accompanying increase in . the per call charge for the service,

With regard to operator-assisted local calls, the Company

proposes 'to increase 'the'charg'es as follows:

.CREDIT CARD
STATION-TO-STATION
PERSON TO PERSON

PRESENT
~0.30

; $0.70
$1.70

PROPOSED~1.0 0
$1.25
$2. 50

INCREASE
0.70

$0 ..55
$0.80

Since this proposed increase is unopposed by any party, the

Commission approves the proposed increases.

With regard to verification and emergency interrupt, the
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directory assistance. The Staff agrees with this recommendation.
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t per charge for the service__:_'" " ...... all
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...... + local calls, the Companywith regard to operator-assisted
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Company proposes to increase its rate as follows:

VERIFICATION
ENERGENCY INTERRUPT

PRESENT
0.35

$0.75

PROPOSED
0.70

$0.90

INCREASE
~O. 25

$0.15

Verification service allows a customer with a legitimate call

problem to ask an operator to verify the status of a called line.
If conversation is determined to exist on the line, the charges are

applied. Upon verification of the conversation on the line, should

a customer request a conversation in progress to be interrupted

in an emergency situation, the customer will incur an additional

incremental charge equivalent to the interrupt charge. The

Commission finds that the proposed increase in these services is
warranted and that further, no opposition is present to the

proposal. With regard to service charges, the Company proposes to

increase the premises visit-initial charge on both business and

residential visits from $13.75 to '$37;00. -It appears to .this

Commission that the increase as proposed is excessive and that a

t f—,2525.rha:' ~ t';aha —' ' hl. '; th r f *, th~amm'

approves an .increase of 'the premises visit-initial visit charge

from $13.75 to $25. 00

The Company proposes combining the current secondary and

record"seryirce' o'ider 'charg'es'and 'renaming, .the Charge Network='Access

change charge . (NAcc). For 'residential customers, this charge'is

proposed to be '$10.00 per request. For business customers, this

charge is proposed to be $14.00 per request. The -Commission finds

good cause for this proposal and, therefore, approves it
The Company also proposes repricing the relocation of drop and

DOCKET NO. 90-698-C - ORDERNO.
MAY 29, 1991
PAGE 63

91-412

Company proposes to increase its

VERIFICATION _-0.35

EMERGENCY INTERRUPT $0.75

rate as follows:

PRESENT PROPOSED I CREASE
$0.70
$0.90

$0.35

$0.15

Commission finds that the proposed increase

Verification service allows a customer with a legitimate call

problem to ask an operator to verify the status of a called line.

If conversation is determined to exist on the line, the charges are

applied. Upon verification of the conversation on the line, should

a customer request a conversation in progress to be interrupted

in an emergency situation, the customer will incur an additional

incremental charge equivalent to the interrupt charge. The

in these services is

warranted and that further, no opposition is present to the

proposal, with regard to service charges, the Company proposes to

increase the premises visit-initial charge on both business and

- iresidential visits from $13.75 to $37.00. • It appears to this •

/ _i/_ _6_ _9 _ nO i s_ us_and _easOnable_-the refo re ,_th_ommisSipn

approves anincrease of.the premises visit-initial visit charge _;- o

from $13.75 to $25.00.

- •2 ......

.... The Company proposes combining the current secondary and -

_ £-_ _ _rec0rd'servfCe o_der ;charges and renaming the charge Network-Access

/'-.Change charge-(NACC)...For residential customers, this charge_is.
t . .

proposed to be $I0.00 per request. For business customers, this

charue is proposed to be $14.00 per request. The Commission finds _

good cause for this proposal and, the[afore, approves it.

The Company also proposes repricin@ the relocati0n 0f drop and
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protector charges based on fifteen minute increments, instead of

the currently approved thirty minute increments. The proposed

rates for this service are $39.00 for the first fifteen minute

increment and $8. 50 for each additional fifteen minute increment.

The Commission finds these charges to be just and reasonable, and

therefore, adopts same.

The Company proposes an increase in the return check charge to

815.00. This is the same as mandated by state law and this is,
therefore, approved.

With regard to directory listings, the Company has proposed an

increase in the rate charged the customer for a non-published

telephone number from 81.75 to $2. 30. Although the Consumer

Advocate has recommended a greater increase for a said directory

listing or a lack thereof, the Commission feels that $2. 30 is

appropriate for 'this service

With regard to telephone answering service facilities, the

Company--prropbses-. -an-'increase —:i'n-secre'taiial-'-1ine -mileige---to=-'-the-:=:

rate of 85.00 per quarter mile':from the present $1.95 per:guarter

mile. The Commission believes that this increase is reasonable

under the circumstances and, therefore; approves said increase

FOREIGN . EXCHANGE AND:FOREIGN 'CENTRAL .OFFICE SERVICE

The Company proposes repricing foreign exchange service

transport'at proposed special access rates. This is hereby

approved. -Further, the Company has proposed repricing foreign

central office service from the present rate of 96.50 for the first
mile and 81.30 for each additional quarter mile to $9.46 per mile.
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protector charges based on fifteen minute increments, instead of

the currently approved thirty minute increments. The proposed

rates for this service are $39.00 for the first fifteen minute

increment and $8.50 for each additional fifteen minute increment.

The Commission finds these charges to be just and reasonable, and

therefore, adopts same.

The Company proposes an increase in the return check charge to

$15.00. This is the same as mandated by state law and this is,

therefore, approved.

with regard to directory listings, the Company has proposed an

non-published

the Consumer

increase in the rate charged the customer for a

telephone number from $1.75 to $2.30. Although

Advocate has recommended a greater increase for a said directory

listing or a lack thereof, the Commission feels that $2.30 is

' rate" 0f $5.00 per quarter mile :from the present $1.95 per_quarter

mile. The Commission believes that this increase is reasonable

under the:circums{anceS and, therefore_ approves said increase.

_ _ - _ " _ "FOREIGN _EXCHANGE-AND {F'OREIGN CENTRAL OFFICE SERVICE_--_ " -: "-.

proposes repricing foreign exchange service .

transportat proposed special access rates. This is hereby

- approved t Further, the Company has proposed repricing foreign

central office servlce from the present rate of $6.50 for the first

mile and $1.30 for each additional quarter mile to $9.46 per mile.
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This is a reasonable proposal and is therefore approved.

MISCELLANEOUS SERVICE ARRANGEMENT

The Company has proposed increasing mileage rates for

off premises extensions. The present rate for off premises

extensions is $1.95 per quarter mile, and with ten or more

extensions, the rate is 65C per quarter mile. The Company

proposes the institution of a uniform rate of 95.00 per quarter

mile, regardless of the number of extensions. The Commission

believes that this is a reasonable charge and, therefore, adopts

same.

With regard to the Company's proposal to increase rates for

Smart Call single feature (call-forwarding and eight number speed

calling) and to eliminate non-recurring feature implementation

charges, the Commission is of the opinion that the Company's

proposal is correct, even though the Consumer Advocate has

recommended a greater increase for the smart call features. In

addition-, -the -Commissi;on 'approves- the Company' !-s--.p'roposal-'-to--:reduce ==. —

the engineering charge for direct inward dial service and-to

eliminate the charge for temporary suspension of service.

With regard to touch-tone calling service, the Staff has

recommended that .the Commission, .corisider, the elimination" of touch

calling service. charges. The Consumer Advocate. , has recommended

that these. charges be increased, whereas the Company has not

proposed- any increases for this charge. The -Commission is of -the

opinion that Staff's recommendation with regard to touch calling

service charges is reasonable and appropriate, and said
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This is a reasonable proposal and is therefore approved.

MISCELLANEOUS SERVICE ARRANGEMENT

The Company has proposed increasing mileage rates for

off premises extensions. The present rate for off premises

extensions is $i.95 per quarter mile, and with ten or more

extensions, the rate is 65¢ per quarter mile. The Company

proposes the institution of a uniform rate of $5.00 per quarter

mile, regardless of the number of extensions. The Commission

believes that this is a reasonable charge and, therefore, adopts

same.

with regard to the Company's proposal to increase rates for

Smart Call single feature (call-forwarding and eight number speed

calling) and to eliminate non-recurring feature implementation

charges, the Commission is of the opinion that the Company's

r ...... pr0posa_ is correct, even though the Consumer Advocate has

_?-;_$_;addition, theCommission approves the-C0mpahy'spfoposallto_reduce -

the engineering charge for direct inward dial service and to

eliminate the charge for temporary suspension of service.

with regard to touch-tone calling service, the staff has _

/-; Tecommended that the Commlssion consider the elimination of touch

.... calling service charges. The C0nsumer Advocate has recommended

that these charges be increased, whereas the Company has not

proposed any increases for this charge. The Commission is of the

opinion that Staff's recommendation with regard to touch calling

service charges is reasonable and appropriate, and said
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recommendation is adopted.

INTRALATA TOLL

The Company has proposed to use its own special access

services tariffs for the pricing of intraLATA private line and

channel services and foreign exchange services. The Company would

be required to withdraw its participation in the intraLATA toll
poll for the settlement on these services. The result of this

proposal would be that the private line and foreign exchange

customers will pay the same charges as interexchange carriers for

special access service. The Company is proposing to convert its
private line and foreign exchange rate structure to the same rate

structure used for Special Access used by the Interexchange

Carriers. This proposal would allow the Company to have one tariff
for functionally equivalent services. For intraexchange private

line and foreign exchange customers, the Company is proposing to'.
use the same rates as contained in its proposed special a'ccess

service tar'i'ff; except'for-'the-. -voice=grade -special=:. Access--zine

(EAL). Therefore, "with this exception, the intraexchange and

interexchange private line and foreign customers will also be

paying the same rates as any interexchange carrier using special

access'. 'services. ' 'Even:. though'the:rates proposed by .the Company

will increase revenues derived through .private line and foreign

exchange services, the net effect of this proposal, because of the

loss in toll settlements, would be a reduction in the Company's

revenues by $1,667, 091. Additionally, as a result of this

proposal, the customers of interexchange private line and foreign

[
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paying the same rates as any interexchange carrier using special

_ access servlces. Even though'the rates proposed by the Company "__
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exchange services, the net effect of this proposal, because of the
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exchange services could receive multiple billings if the services

provided by GTE in conjunction with other local exchange companies.

However, upon consideration of the matter, the Commission is of the

opinion that the conversion to a situation where the private line

and foreign exchange customers will pay the same charges as

interexchange carriers for special access service is appropriate

and desirable. Therefore, the Commission approves this proposal.

Additionally, the Company proposed the conversion to take place by

July 1, 1991. In the interim, from the date of the Order, and

effective date of the conversion, the Company is required to notify

existing private line customers of the specific rate of this

change, and where appropriate, assist the customer with reviewing

alternative services if the customer should desire such assistance.

INTERLATA TOLL REVENUE

The Company proposes to restructure and to reduce Switched

Access charges. The combined elements will be placed into new

-local:-swi-. tching--elements-. — LS1 -and -IS2.--would be priced at the same

level under this proposal. The Company also proposes to increase

rates for Special Access Services. Further, the Company proposes

to restructure Carrier Common z, ine Charge (CCLC) to a flat access

1'ine rate. To restructure and combine the elements .into new -local.

switching elements and pricing Lsl and I S2 at the same level is

reasonable, and the Commission therefore, approves same. The rate

structure of -the Switched Access charges should incorporate the

Company's proposals and should be revenue neutral. The Company

proposal to reduce its Switched Access charges to its interstate
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level would require substantial shift of the Company revenue

requirement to local basic exchange servi ce. In light of the

consumer impact of this proposal, the Commission denies the Company

proposal to reduce its Switched Access rates and charges. The

Commission approves the proposal to increase the rates for the

Special Access Charges. With regard to the proposal to restructure

the CCLC to a flat per access line rate, the Commission denies the

proposal for two reasons. First, other local exchange companies

are handling the matter as GTE is under its present system.

Second, a change in restructuring the CCLC to a flat per access

line rate should be considered for all local exchange carriers at

the same time in the hearing which is forthcoming before of the

Commission. For these reasons this proposal is denied.

RATES

The:Commission acknowledges the complexity of the task. of.

setting just and reasonable rates. The relevant principles

characterized in the testimony and the exhibits in the, r'ecord in

this proceeding and''those traditionally employed by this Commission-

have been fully 'considered in reaching its determination. - The

Commission has endeavored to annualize the Company's proposed rates

and incorporate 'our'-finding of the, proper increase in revenues in a

derivation of equitable, lawful and reasoriable rates

The Company's Application incorporated proposed rates

schedules which would generate the amount of additional revenue

requested by the Company. The Commission has determined that the

requested amount should be reduced.

J
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In light of the evidence in the record before us and based

upon our evaluation of the applicability of the principles of

ratemaking, the Commission is of the opinion and so finds, that

fair and reasonable rates and charges for local exchange service

are as set forth in Appendix A of this Order, effective for service

rendered on or after May 29, 1991. The Company will herein be

required to file for approval within thirty (30) days of the date

of this Order revised schedules and tariffs consistent with the

terms of this Order, which incorporate the revenue reduction

determined in this Order to be appropriate.

The following table represents the total revenue effect, as

adjusted, of the rates and charges proposed by the Company and the

rates and charges approved herein by the Commission.

TABLE E

TRACING & HARASSING CALLS
LOCAL SERVICE EXCL BASIC SERVICE
SERVICE CHARGES
NONPUBLISHED NUMBERS
TELEPHONE ANSWERING
FX
MISC SVC ARRANGEMENTS
PRIVATE LINE SVC

SUBTOTAL
INTRALATA PRIVATE LINE
INTERLATA

, BASIC -LOCAL RATES
NET INCREASE '

$
7, 800

189,036
221, 192
104,718
. 14,71'3

13s510
327, 522
380, 623

1,259, 114
(1,667, 091&

422, 897&
-. 5, 189,769

4 8 8 5

IT IS THEREFORE ORDERED.

1. That the proposed rates and .charges filed by the Company

on November 30, 1990 are unreasonable and improper and are hereby

denied,
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In light of the evidence in the record before us and based

upon our evaluation of the applicability of the principles of

ratemaking, the Commission is of the opinion and so finds, that

fair and reasonable rates and charges for local exchange service

are as set forth in Appendix A of this Order, effective for service

rendered on or after May 29, 1991. The Company will herein be

required to file for approval within thirty (30) days of the date

of this Order revised schedules and tariffs consistent with the

terms of this Order, which incorporate the revenue reduction

determined in this Order to be appropriate.

The following table represents the total revenue effect, as

adjusted, of the rates and charges proposed by the Company and the

rates and charges approved herein by the Commission.

TABLE E

TRACING & HARASSING CALLS

LOCAL SERVICE EXCL BASIC SERVICE

SERVICE CHARGES

NONPUBLISHED NUMBERS

TELEPHONE ANSWERING

FX

MISC SVC ARRANGEMENTS

PRIVATE LINE SVC

SUBTOTAL

INTRALATA PRIVATE LINE

INTERLATA

: "< BASIC LOCAL RATES
NET INCREASE

$
7,800

189,036

221,192

104,718

54,713 -

13,510

327,522

380,623

1,259,114

<1,667,091>

< 422,897>

5,189,769
4.358.895

IT IS THEREFORE ORDERED.

i. That the proposed rates and charges filed by the Company

on November 30, 1990 are unreasonable and improper and are hereby

denied.
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2. That the Company file with the Commission for approval

within thirty (30) days of the date of this Order tariffs in

accordance with the findings contained herein.

3. That the rates and charges herein approved shall take

effect on and after May 29, 1991.

4. That the Company continue to file quarterly reports

showing rate of return, rates of return on common equity and rate

base filed within sixty (60) days from the end of the calendar

quarter.

5. That the matter of the Company's proposed incentive

regulation plan shall be held in abeyance until further Order of

the Commission.

6. That this Order shall remain in full force and effect

until further Order of the Commission.

BY ORDER OF THE COMMISSION:

fig@,iPuu OrtPAp -~
Chairman

ATTEST:

Executive Director

(SEAL)

i
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ATTEST:
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" (SEAL) _ _ i ,

k • • •
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GTE SOUTH, INC.

APPROUED RATES

RATE GROUP 1 RATE GROUP 2

BUSINESS

Dial Tone Access

Unlimited Usage:
1 Party

Manual Access
Automatic Access:

1st 10 Lines
Addi. Lines
Semi-Puhlic

$21.04

8.70
8.70

$32.26
$20. 48
$38.91

$21.04

$12.30
I $12.30
I

$38.40
I $25. 09

$45. 57

RESIDENCE

Dial Tone Access

Unlimited Usage
1 Party

Manual Access

ROTARY LINE

BUSINESS:
1 Party

Manual- Access

RESIDENCE:
1 Paity

Manual Access

$10.24 I

I3.44
$13.31

l

$20;43' -::-:
[' $20.'-43 ' '

$-''8;.70 '

$.8.70
'

$10.24

5.72
$15.87

$2 2.;94
'

.
- -''

$22. 94'

$ 9.92
9.92

! [
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GTE SOUTH, INC.

APPROVED RATES

RATE GROUP 1 RATE GROUP 2

BUSINESS

..........................

Dial Tone Access $21.04 $21.04

Unlimited Usage:

1 Party $ 8.70 $12.30

Manual Access $ 8.70 $12.30

Automatic Access:

Ist i0 Lines _ _ .... $32.26 _ $38.40

Addl. Lines .... $20.48 I $25.09 ......

Semi-Public $38.91 I $45.57

.......................... i

Dial Tone Access $10.24 I $10.24

J
Unlimited Usage: I

1 Party $ 3.44 I $ 5.72
Manual Access

' BUSINE_ _



DOCKET NO ~ 90-698-C — ORDER NO. 91-412
MAY 29, 1991
APPENDIX A
PAGE 2 OF 3

USAGE SENSITIVE

BUSINESS:
1 Party

Manual
Automatic

RESIDENCE:
1 Party

Manual

PUBLIC TELEPHONE ACCESS

Measured

$21.04
$21.04
$21.04

$10.24
$10.24

$21.04

I

$21.04
$21.04
$21.04

$10.24
$10.24

I

I

$21.04

FOREIGN EXCHANGE

BUSINESS:
Dial Tone Access

Unlimited Usage:
1 Party

Manual Access
Automatic Access:

1st 10 I,ines
Addi. Lines

RESIDENCE:
Dial Tone: Access.

Unlimited Usage:'— '

1 Party
Manual Access .-

I

I

I

$21.04 I

$8.70
$ 8.70

I

$32. 26
$20. 48

l

$10.24 I

$::3.44: "')
$'1-3.31 ":-

J

$21.04

$12.30
$12.30

$38.40
$25. 09

$10.24

$ .5, 72
$15,:87

DOCKETNO. 90-698-C - ORDERNO.
MAY 29, 1991
APPENDIX A
PAGE 2 OF 3

91-412

USAGE SENSITIVE

BUSINESS:

1 Party
Manual

Automatic

$21.04

$21.04

$21.04

RESIDENCE:

1 Party $10.24

Manual $10.24

PUBLIC TELEPHONE ACCESS

Measured $21.04

FOREIGN EXCHANGE

BUSINESS:

_ _ _ Dial Tone Access _ _ _ $21.04

Unlimited Usage:

1 Party $ 8.70

Manual Access $ 8.70
Automatic Access:

ist i0 Lines $32.26

$21.04

$21.04

$21.04

$10.24

$10.24

I $21.04

$21.o4 ....

$12.30

$12.30

$38.40

Addl. Lines $20.48 $25.09

RESIDENCE _ _

i Dial T 0ne_ _ : $10.24 _
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TEMPORARY SUSPENSION

BUSINESS:
Dial Tone Access

Unlimited Usage:
1 Party

Manual Access
Automatic Access:

1st 10 Lines
Addi. Lines

RESIDENCE:
Dial Tone Access

Unlimited Usage:
1 Party

Manual Access

SHARED TENANT

Measured Rate

$21.04

$ 8.70
8.70

$32. 26
$20, 48

$10.24
I

I3.44
$13 ' 31 I

I

I

$21.04

$10.24

$ 5.72
$15.87

$21.04

I

I

I

I

I $21.04
I

I $12.30
$12.30

I

$38.40
$25. 09

DOCKETNO. 90-698-C - ORDER NO. 91-412
MAY 29, 1991 .

APPENDIX A

PAGE 3 OF 3

TEMPORARY SUSPENSION

BUSINESS:

Dial Tone Access

Unlimited Usage:

1 Party
Manual Access

Automatic Access:

Is: i0 Lines

Addl. Lines

$21.04

$ 8.70

$ 8.70

$32.26

$20.48

RESIDENCE:

Dial Tone Access $10.24

Unlimited Usage:

1 Party .............. $ 3.44

Manual Access $13.31

$21.04

$12.30

$12.30

$38.40

$25.09

$10.24

$ 5.72

$15.87
I

• S.AREDTENANT ; .... ; ; _ I_ i! _i. = i

!

Measured Rate $21.04 I $21.04 !


